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THE CAPITAL ECONOMY 


One year ago Trusts and Estates inaugurated this section for 
the report and appraisal of economic events of major effect on private 
capitalism. A discussion panel of eminent American and foreign men 
was organized as an editorial “round-table” for critical review of our 
own original material and of news in the general press. Many publica- 
tions have been reviewed each month and digests made of important 
articles; war economics reports were introducéd as a regular feature and 
projected to American affairs months before war was declared here. 

The subtitle: “The Journal of Capital Management” was adopted 
to signify the creation of the only journalism in this country devoted 
to the basic and mutual interests of institutional investors and private 
enterprise. During the coming year it will be our earnest endeavor to 
promote editorially the most efficient war economy and assist in the prep- 
aration for post-war readjustments of the private capital system. 
—Editor’s Note. 


The Industrial Revolution of 1942 


Elimination of Competition with War Production 


Summary of discussion of the Capital Economy panel of Trusts and Estates 


HATEVER may have been the 

merits of the Guns-and-Butter 
argument, that we could carry the 
war load with the excess of resources 
of men, machines and materials, it 
is a dead issue now that America has 
acute shortages of strategic mater- 
ials, as well as bottlenecks in pro- 
ductive machines and even plants, 
and faces an adjustment period of 
some labor shortage. The impacts of 
transition to an all-out war economy 


are, however, extremely selective and 
some types of “butter” will doubtless 
be plentiful, may even be encouraged 
to mop up the inflationary purchasing 
power increase. 


There are two distinctly opposed meth- 
ods being advocated for attaining the 
prime objective of efficiency for war. 
The one which has so far been followed 
most generally by the United Nations is 
what might be called the “short-order 
house” method, and is based on estimates 
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of needs, duration, etc. The great dif- 
ficulty with this is that nobody knows 
the time factor, the enemy’s armament, 
dispersal and productivity, and so on. 
The Army and Navy have planned for 
20 years, but without much tangible 
public support and on various premises, 
primarily defensive, while the aggres- 
sors have planned imperialism on a defin- 
ite offensive basis, and as their major 
interest. 

Since no one knows “how much, how 
soon” is needed to insure Allied victory 
over the generation-long preparations on 
the other side, the other method is just 
beginning to come into favor. This has 
for a premise that if we plan for a long 
war, we will thereby help insure it— 
but if we plan for a short war we shall 
undoubtedly hasten the victory. The 
tenet is that the best way to win a war 
is to put everything possible into the 
effort, immediately and wholeheartedly. 
This means, from the realist’s viewpoint, 
that every point of non-essential compe- 
tition of civilian with war industry be 
removed, whether for materials, ma- 
chines or men, and every point of com- 
petition within war industries. For ex- 
ample, gold-mining machinery and work- 
ers would be more useful in copper or 
other war metal production. 

The limit to war productivity, on this 
basis, would be the physical capacity of 
the nation, minus the absolute necessi- 
ties of civilian life and morale, and deter- 
rents due to critical materials. Some 
labor might have to start “from the 


Valuable manufacturing machinery removed from Chevrolet 
plant, Flint, Mich., not convertible to war production. 
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ground up” in producing substitutes or 
capital equipment, and if any surplus 
then (or meantime) remains it will be 
time enough to apply it to non-competi- 
tive consumer goods, for the fight against 
inflation, while important, is secondary, 
for if we lose the main fight we will also 
lose the other as have the occupied coun- 
tries. Actually, political aversion to de- 
mand wholesale sacrifice—particularly in 
an election year—would probably prevent 
this as an announced policy, but priori- 
ties and price controls may be used to 
similar effect. 

In any event, it appears that we must 
meet the challenge of the aggressor pol- 
icy of putting war first even on the polit- 
ical line, and using our resources for 
civilian purposes only where and when 
not needed for military production. Our 
abundance of many civilian supplies 
(compared with other nations) makes it 
relatively easy to change, and because 
of the shortness of time, every possible 
conversion of facility should be made of 
existing equipment, with any balance 
over for “modern” plant and the most 
advanced design of future fire-power. 
After all, a revolutionary new anti-air- 
craft gun can always be installed on a 
ship already afloat. 

Having stripped non-essential activi- 
ties to the bone, it then becomes a prob- 
lem of most effective organization of 
these resources. The process may not 
actually be carried out in all instances 
as it is better to have employment on 
consumer’s goods that mop up purchas- 

ing power than even 

temporary unemploy- 

ment of labor or equip- 

ment. The decision 

should be based on in- 

ventory of what is con- 

vertible to the war ef- 

fort, above essentials. 

But as to whether to put 

these forces to work on 

conversion or new plant, 

a lesson may be learned 

from France where, at 

the time of the late Arm- 

aug istice, four-fifths of the 

“<= raw materials being im- 

ported were used for 
plant construction—only 
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one-fifth for current production. Wars 
are not won by either speeches or blue- 
prints alone. 

America, though, has a tremendous ad- 
vantage in its vast resources of raw 
materials, of invested capital in the form 
of plant and equipment finer than any 
country in the world, and the potential- 
ity of the most powerful and skillful 
labor supply—once they are awakened 
to the fact that the fate of the nation 
is more important than the fate of the 
union business agents. And as to labor, 
drafting of an armed force of 5 millions 
would induce quick proof of latent pro- 
ductive skills. It is further interesting 
to note that in continental Europe, wage 
levels were stabilized by the alternate 


LABOR POLICY—“(1) no strikes or 
lockouts for the duration of the war; 
(2) recognition of the right to organize 
by employers and by workers, neither 
side to interfere with the organizing ac- 
tivities of the other; (3) the mainten- 
ance of the collective bargaining status 
quo, with union standards being main- 
tained in union shops and open-shop 
standards elsewhere, though workers 
were to have full freedom to join or not 
to join unions; (4) recognition of the 
right of all workers to a living sufficient 
to insure health and reasonable comfort 
for the worker and his family.” 


Is this the credo of the anti new deal- 
ers or the Republican party? No, this is 
the set of principles under which the 
National War Labor Board operated— 
in World War I. The necessity for a 
similar declaration of principles by the 
present Board is vitally necessary if 
labor disturbances are to be avoided and 
war production is to achieve the totals 
required to beat back the aggressor na- 
tions. But the NW_B, like its predeces- 
sor, the National Defense Mediation 
Board, has not seen fit to announce such 
a policy. Why? Are we to continue to 
muddle through with a policy of “labor 
policy as usual” and to continue to treat 
labor, along with the farmer, as the 
pampered court favorites of the war 
boom? We cannot fight a successful 
foreign war and at the same time carry 
on class wars at home. 
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threat of conscription, but on the other 
hand, excessive military mobilization in 
France led to a fatal curtailment of pro- 
duction. 

Having determined our program, we 
must make our choice of control or in- 
centive as a stimulant to production, 
though early set-backs on the military 
front will go far to put us in gear, make 
us amenable to discipline and focus our 
attention on common interests rather 
than on the “social reforms” which 
would be “lost with the war” if we do 
not strengthen the hands of the soldiers 
with guns, of the sailors with ships, and 
of the airmen with planes—and more 
planes—TODAY! 


SUBSIDIZED IDLENESS—While au- 
thorities, both government and business, 
are warning of the impending man- 
power shortage, the Pork-barrel artists 
continue to allot more millions for re- 
lief, and made-work projects during 
1942. New York state gives a typically 
brazen picture: the new budget pro- 
vides 64 millions for unemployment re- 
lief, or only 7 million less than last year, 
and this item takes 16.7% of the total 
appropriation dollar. This while nation- 
wide unemployment has dropped from 
7,263,000 persons in December of 1940 
to 3,228,000 last December. 

The major objections to the recent 
$300,000,000 program for aid to war- 
displaced workers are not generally on 
the grounds of need, but of whether 
state or national government will be 
dispensers. Granted the powers given 
the Social Security board to withhold 
state funds are arbitrary and danger- 
ous, it is disgusting that our public ser- 
vants do not rather attack such hand- 
outs as the outrageous pillaging they 
are. The need has not been proven for 
a special, supplemental appropriation 
beyond the more than $2 billions now in 
state unemployment reserves. 

The American public will stand just 
about so much greed—corporate or poli- 
tical—and patience is wearing thin with 
pork-barrel tactics in these days of sac- 
rifice. Are we to have a special class 
that will give “blood, sweat and tears” 
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while the political fence-menders and 
congenital loafers are subsidized out of 
the shrinking purse? We want to win 
battles—not elections. It is high time 
for a weeding out of the relief rolls— 
both payrolls and registration rolls—to 
eliminate slackers. 

The procedure and precedent are al- 
ready in hand for making employables 
take available jobs or forfeit their mis- 
called “right” to society’s charity. That 
is the English “Needs Act” of 1941 and 
its forerunner, the Unemployment In- 
surance Act of 1935. Here it states as 
a condition for receipt of benefit: “That 
he is capable of and available for work.” 
The recipient is disqualified if he has 
“without good cause, refused or failed 
to apply for, or refused to accept, a suit- 
able situation notified to him.. .” 

As to those not employable, there is 
charity or institutional care. That is 
no part of employment relief, yet thou- 
sands here avoid work like a plague, 
and are able to refuse jobs and take 


Perfect Landing Field 
for Enemy Planes 


© 1942, New York Tribune, Inc. 
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public money for loafing. This war is 
going to require every brain and brawn 
cell we have, and one of the best stat- 
utes that could be put on the books is 
one which says in effect: “No work, no 
pay.” Instead of additional appropria- 
tions, we should be able to reduce re- 
lief costs as industry and agriculture 
adjust to the insatiable demands of all- 
out war. 


THE FARM BLOC AGAIN—Not sat- 
isfied with the imposition of a program 
which has already insured farmers the 
highest income since 1920, the farm bloc 
is once more pressing a bill to prevent 
the liquidation of products accumulated 
by the Commodity Credit Corporation 
or other government agencies at any 
price below parity. The past record of 
this group indicates clearly that when 
these products can be sold at parity they 
will then attempt to raise the restriction 
to 110% of parity and perhaps higher. 
It is about time these citizens were in- 
formed that we are in the middle of the 
most serious crisis of our history—That 
a war period is one in which sacrifices 
must be made by all groups—That their 
actions are imperiling morale on the 
home front—That every success they 
achieve merely hurts other groups or 
makes them more restive to share in the 
“spoils.” The disfavor with which the 
administration looks upon this freezing 
of stocks should be implemented by an 
appeal to the farmers themselves. This 
small pressure group of Senators and 
Congressmen should hear from the many 
farmers, more patriotic than themselves, 
who are anxious to do their share and 
who do not wish to be labeled as war 
profiteers. And it should be so emphatic 
a protest that energies needed for the 
war effort should no longer have to be 
diverted to fight the demands of this bloc. 


SALVAGE FOR PRODUCTION — 


Many measures are being taken to 
achieve increased production since one 
of the chief barriers to the attainment 
of the required huge output of war 
goods is the shortage of essential mate- 
rials. But it is only recently that the 
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junk man has been given a key role. 
This is especially true for metals, paper, 
rags, and rubber. A very considerable 
part of this shortage can be offset by 
the more extensive use of scrap mate- 
rials. As the war program expands 
these salvage operations will grow in 
importance, since the extent of the ex- 
pansion in war goods will be condi- 
tioned in part by the success of the na- 
tional campaign recently instituted un- 
der the direction of local salvage com- 
mittees. 


Although initially a large outpouring 
of scrap is possible, the curtailment of 
production of various consumer’s dur- 
able goods means that one source of 
scrap — discarded automobiles, unused 
appliances, etc.—will be of declining 
importance as people are forced to make 
their old goods yield longer periods of 
satisfaction. 

Several factors may impede the re- 
quired flow of scrap. The first is the 
price fixing which has been instituted 
in connection with many types of scrap. 
This appears to be one field in which 
the economic incentive given by higher 
prices could be effectively utilized. 
Thus, it has been reported that the low 
income earned by junk men (as com- 
pared with that available in armaments 
factories) has already had an adverse 
effect upon the collection mechanism. 
Secondly, people will not take these 
campaigns seriously so long as they see 
unutilized piles of scrap material lying 
around. A good example is found in 
the many automobile “graveyards” con- 
taining huge amounts of scrap, all over 
the country. However, there are tech- 
nical problems in connection with the 
collection of derelict cars from these 
graveyards which is now receiving care- 
ful study and plans have been formu- 
lated to speed up their utilization. 


This is a campaign in which every- 
one can and should participate, both in 
prevention of waste and in its redemp- 
tion. Trustees, life insurance compan- 
ies and savings banks can render an in- 
valuable service by assuring the flow to 
the proper channels of salvage con- 
tained on properties they are handling. 
This is the front line of the war. The 
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motto could easily be Production for 
Victory; Salvage for Production. 


SEPARATION WAGE FUND — The 
establishment of a separation wage or 
‘grubstake’ fund by Westinghouse Elec- 
tric and Manufacturing Co. is evidence 
of industrial statesmanship and calls at- 
tention to a practical program to ease 
the post war burden upon employees. 
Under this plan. which now covers its 
78,000 employees and a payroll of $15 
million a month, the corporation sets 
aside % of 1% of its payroll each month 
to build up a reserve to be paid to em- 
ployees who are dismissed or furloughed 
when the war boom ends. This is in 
addition to unemployment insurance 
funds. Widespread adoption by indus- 
try of such a plan would insure the main- 
tenance of workers’ purchasing power 
during the transition period back to a 
peace time economy and thus tend to 
reduce the reliance placed upon govern- 
mental pump-priming activities. If the 
employer pays into the fund money that 
might otherwise have been used to pay 
higher dividends or held in cash reserves, 
and diverts it to the government in the 
form of defense bond investment, war 
financing is aided. If workers contri- 
bute to the fund too, then the much de- 
sired curtailment of purchasing power 
during the war is also accomplished. 

It is in this latter respect that the 
Westinghouse plan appears to be defic- 
ient. The company has taken a step 
forward in its decision to protect its em- 
ployees against post war difficulties. But 
the failure to provide for employee con- 
tribution will not only slow up the rate 
of accumulation but misses an opportun- 
ity to make a major contribution to the 
solution of the wartime inflation prob- 
lem—especially where wage increases 
are concerned. 


Due to increased living costs as measured 
by the United States Bureau of Labor, the 
pay of those employees of the First National 
Bank of Portland, Ore., earning under $500 
a month, has been raised another 2%%, 
making an increase since last June 30 of 
13%%. This latest increase affects 98% 
of the bank’s 750 employees. 
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The Arsenal of the South Pacific 


A Triumph of Democratic Organization 
and Adaptation for War 
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DR. G. WOOD 
Dean, Faculty of Commerce, University of Melbourne, Australia 


T has been said, with some truth, 

that wars are “produced” and not 
“financed,” and that it is real things 
represented by munitions and equip- 
ment of the Fighting Forces which 
win wars and not figures in bank 
ledgers, bonds issued by governments 
or loans subscribed by the people. 
Measured by that standard, Australia 
has accomplished remarkable feats 
of organization and production since 
1939. At the outbreak of war Aus- 
tralia possessed very few munitions 
factories, and little more than the 
skeleton of war industries. Within 
two years complete new government 
factories have been built and brought 
into production; annexes to privately 
controlled factories built and equip- 
ped; blue prints of further factories 
and plant prepared; tools, jigs and 
fixtures designed and _ produced; 
many thousands of men and women 
trained in essential precision work; 
and a vast body of research into the 
quality, extent and use of Australian 
raw materials has been organized. 


This industrial revolution would have 
been impossible, of course, had there 
not been in existence a body of efficient 
industrial managers who had special 
knowledge of Australian conditions, a 
corps of scientific workers in the Uni- 
versities and technical schools, and a 
supply of highly efficient educated labor 
to carry out the plans for war produc- 
tion. Many British, American, and 
Dutch experts have been amazed at the 
speed of the conversions and improvisa- 
tions which have been accomplished, at 
the technical perfection of the opera- 
tions carried out largely with machin- 


ery designed and built in Australia; at 
the extent of the industrial production 
and at the amount of the training in 
progress for further extension. Tech- 
nicians have not merely adapted exist- 
ing processes; in many cases they have 
invented new machines or made im- 
provements which have since been 
adopted in other countries. 


It is impossible to publish, at this 
stage, more than a hint of the achieve- 
ments of the technical schools and 
schools of physics, chemistry, metal- 
lurgy and engineering in the Australian 
universities, but it can be said with 
modesty, that in the training of skilled 
workers and in the design and opera- 
tion of plant, results have been accom- 
plished that are close to miracles. Aus- 
tralia has become the great arsenal of 
the South Pacific and is now playing a 
vital part in the defense of the demo- 
cracies. 


Some Man-Power Comparisons 


HE population of Australia num- 

bers little more than seven millions, 
and one of her most difficult problems 
of preparation for war was the efficient 
utilization of a relatively small man 
power. War training and manufacture 
have taken the equivalent of 500,000 
men from peace occupations. Of these, 
about three-fifths are in the Fighting 
Forces, and on this basis the United 
States would have a trained army of 
6,000,000 men. In addition compulsory 
military training takes all men of mili- 
tary age into camps for 90 days or more 
each year. The other two-fifths of the 
500,000 men and women engaged in the 
production of munitions and equipment 
has been built up from people former- 
ly engaged in civilian occupations. 
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Many of these occupations have been 
reduced by war-time necessity or gov- 
ernment policy. 


The number of workers employed in 
Australian factories has risen from 
540,000 in 1937-38 to 690,000 in October, 
1941; and, of this number, at least 30 
per cent are engaged directly in war 
industries. On the Australian compari- 
son, the United States would have about 
3,500,000 men engaged in the manufac- 
ture of armaments, munitions and 
equipment. It 
is impossible 
for military 
reasons to dis- 
cuss the allot- 
ment of the 
Australian 
munition and 
equipment 
workers to the 
various occupa- 
tions involved. 
In the course 
of these 
changes, Aus- 
tralia has 
swung from a 
predominantly 
agricultural 
economy to 
more than 50% 
industrial productivity. 


At the outbreak of war Australia was 
ill-equipped with plant or plans for the 
making of munitions. A few highly ef- 
ficient steel industries and chemical 
works, a few good power plants, and a 
varied assortment of general industries 
from textiles to electrical goods, was 
the foundation upon which munition 
manufacture had to be built. No guns, 
aeroplanes, or motor engines, few high 
explosives or small arms, and only a 
small amount of the general require- 
ments of modern armies were being pro- 
duced. The transformation achieved 
by two years of intense effort should be 
told in some detail, as exemplified by the 
progress from trainer plane assembly to 
production of various complete war plane 
types in excess of the 3,000 per annum 
currently scheduled. 


Section New Castle Steel Works. 
through porthole of an ore train. 


Achievements in All Fields 


TARTING almost from zero in 1939, 

the factories of Australia are now 
turning out a steady and increasing 
output of anti-aircraft guns, field guns, 
and trench mortars, all equipped with 
sights and associated appliances made 
in Australia. Rifles were made in Aus- 
tralia before the war; but production 
has been greatly multiplied and manu- 
facture of machine-guns on a large scale 
added. An automatic rifle invented by 
an Australian 
is now in pro- 
duction. All 
other small 
arms required 
in the field, to- 
gether with 
flares, lights, 
wireless equip- 
ment and 
searchlights, 
are being pro- 
duced in Aus- 
tralian factor- 
ies. When the 
delay in secur- 
ing blue prints, 
patterns and 
tools is consid- 
ered, this 
achieve- 
ment in itself is very remarkable. 


The story of ammunition production 
in Australia is equally creditable. Out- 
put of rifle and machine-gun ammuni- 
tion has been multiplied many times. 
That was accompanied by the produc- 
tion of shells for field and naval guns 
of different calibres. New factories 
are continually coming into operation; 
and the Australian steel mills keep up 
with constantly increasing demands of 
shell-making factories. 


Photo taken 


In Production with American Machinery 


EFORE the war Australia did not 

possess a single factory for the pro- 
duction of motor-chassis or engines; but 
it became clear that a big range of ve- 
hicles from trucks to tractors, and from 
machine-gun carriers to ambulances, 
had to be built and equipped. With the 
help of American factories the mechan- 





124 


ization of the Australian armies has 
proceeded apace; and the time is not 
far distant when maintenance can be 
accomplished entirely from Australian 
sources. Perhaps the most sensational 
development has been in the manufac- 
ture of aircraft of which nothing exist- 
ed in Australia in 1938. Now, Austra- 
lian designed fighters and bombers are 
being produced, built completely from 
engines to fuselage. Australian work- 
ers celebrated some weeks ago the com- 
pletion of their thousandth aeroplane 
and the rate is accelerating. 

Preparatory work for building tanks 
has been proceeding for some time, and 
quantity production began at the end 
of 1941. 

Finally, there is the great mass of 
equipment necessary for the movement 
and maintenance of armies in the field. 
Supply has become a great centralized 
organization turning out everything 
from preserved food to toothbrushes, 
from lanyards to bootlaces, and from 
tunics to tents. The textile and boot 
factories of the Commonwealth not only 
clothe Australian troops, but send mil- 
lions of yards of cloth and millions of 
pairs of boots to other countries. For 
the transport and protection of these 
supplies ships are needed; and Austra- 
lia has gone into shipbuilding and into 
the still more complicated task of de- 
signing and building marine engines, 
with some vigor. In fact, it would be 
difficult to find a workship throughout 
the land which is not contributing in as 


Twenty-five pounder gun-howitzers being 

assembled at a Melbourne munitions plant. 

Tire at left is ready to be attached to an- 
other gun carriage. 
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full measure as its resources permit, to 
a war effort in factories which a great 
industrialist who recently visited Aus- 
tralia described as “a wonder of demo- 
cratic organization.” 


Inflation Prospects 


The United States can probably stand 
a debt of one hundred billion dollars, 
but we should not try to find out how 
much more it could support, declared 
Montfort Jones, professor of finance at 
the University of Pittsburgh, during the 
question-box period at the Mid-Winter 
Trust Conference of the American 
Bankers Association on February 5. 
Obviously, such factors as the interest 
rate, the amount of national income and 
the size of the armed forces would af- 
fect this problem. 

Gold stocks, bank reserves and inter- 
est rates are interrelated, and under 
present conditions there is no reason to 
expect a material change in interest 
rates during the next year, Prof. Jones 
stated. 

We are not heading toward a print- 


ing press inflation, he said in response 


to another question. This war is being 
financed by less crude ways of creating 
money—taxation and borrowing. How- 
ever, the proposed issuance of securities 
from the Treasury direct to the Federal 
Reserve Banks would be tantamount to 
printing money. The great inflations in 
Europe were thus financed through the 
central banks. 

The United States has succeeded un- 
til now and will probably continue to 
succeed in preventing a serious infla- 
tion through fiscal and regulatory meas- 
ures, but we must be resigned to eco- 
nomic regimentation in order to accom- 
plish that objective, he commented. It 
will be necessary to include farm prices 
and wages to make the program effec- 
tive. 

Nor is capitalism on the way out. The 
common sense of the people will demand 
a return to something like normalcy, a 
modified system of free enterprise be- 
ing probable in Prof. Jones’ opinion. 
If the last World War repeats itself, all 
war governments would be cast out af- 
ter this struggle is over. 
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This Property Revolution 
The Social Justification of the Rights of Private Property 


DR. PAUL F. CADMAN 
Economist, American Bankers Association 


HOSE charged with the custodian- 

ship of property have a responsibil- 
ity which transcends all the rules and 
formulae under which they operate. It 
is that exercise of reason and judgment, 
the burden of which can never be shift- 
ed, nor the hazards hedged by protective 
devices of insurance. The institution of 
private property is the very substance of 
the trust officer’s obligation. 


We are in a property revolution, a 
phenomenon not at all common in the 
history of mankind. Ever since men 
began to live in organized groups, they 
have been rebelling against tyrannies: 
political, religious, and military. But 
they have rarely recognized property 
revolutions as such. Our own American 
Revolution raised virtually no problems 
of property, and strangely, the French 
Revolution touched property issues very 
lightly. But the Marxian rebellion 
which began with the publication of the 
Communist Manifesto nearly one hun- 
dred years ago, concerned itself primar- 
ily with property as a fundamental social 
institution. 


That impact on modern society was 
not understood until the Russian Revolu- 
tion. Since that time, collectivist theory 
has been translated into action in prac- 
tically every country of the civilized 
world. Although it has taken the Amer- 
ican people a long time to comprehend 
the nature and scope of this influence 
they have not escaped the force of the 
deluge. 

The concept of private property has 
been under scholarly scrutiny—philoso- 
phic, legalistic, and even religious—for 
a great many centuries. The economic 
consequences of the First World War 
brought about the first economic depres- 
sion which quickened the revolutionary 
process and brought into bold relief the 


From address at 23rd Annual Mid-Winter Trust 
Conference, American Bankers Association. 


fact that it rested essentially on a prop- 
erty base. 


Evolution From Natural Rights 


Our own political and personal attitude 
toward private property is an evolution 
from the theory of natural rights. But 
even if it were possible to prove that 
it is God-given, the right means very 
little unless the state is willing to en- 
force it. The holding of property and 
the entire system of contracts on which 
property relationships are constantly be- 
ing rearranged, are social rights. Any 
society which stops believing in the 
rights of private property is not only 
certain to stop defending them, but is 
equally certain to abolish them. 


Our wealth has come into being rapid- 
ly and changed hands frequently, by his- 
torical comparison. Our people are ac- 
customed to freedom, peace, plenty, com- 
forts, conveniences and even luxuries, 
and they tend to support the political con- 
ceptions which provide this way of life. 
Our ideas about property have been in- 
fluenced also by the changes in the forms 
in which it is held. Those who own and 
operate their farms, factories, trucks, 
ships, or any such gear, think quite dif- 
ferently about them than those whose 
ownership has no other evidence than 
stocks and bonds. Whatever may be 
said for or against absentee ownership, 
the change from tangible to intangible 
possession has profoundly affected the 
whole course of legislation about owning 
and transferring property. 

The situation does not necessarily 
bring about the cleavage of interests so 
frequently presented in the radical press. 
Often, owners are workers; often man- 
agers are owners; and always, all are 
consumers. The benefits of property, in 
an age of mass production, are distrib- 
uted through wages, salaries, bonuses, 
interest, and dividends. There is a fic- 
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tion, however, which creates an illusion 
of property, namely, the promises of cen- 
tral and local governments to pay to their 
citizens certain sums of money which 
have been borrowed. Its value lies solely 
in the ability of the state successfully 
to tax productive enterprise—the right 
to tax is not wealth. 


Taxation and Regulation 


The change in the attitude toward 
property rights, which affects us most in 
the realm of taxation, begins to appear 
with our early experiments in progres- 
sive income taxes as early as 1911. From 
that time the tempo of change increases 
rapidly: the federal income tax was 
adopted in 1913, taxation of capital gains 
first became a law in the same year. 
Death taxes are as old as the Virginia 
colony which attempted to impose one 
in 1687, but it was not until 1885 that 
New York passed a death duty which 
produced a significant volume of revenue. 
Federal estate taxes were inaugurated 
in 1916. In the following year an ex- 


cess profits tax was imposed as a war 


revenue measure. Payroll taxes ap- 
peared under the guise of Social Secur- 
ity in 1935. The undistributed profits 
tax was voted in 1936 and, although sub- 
sequently repealed, is now again under 
discussion in Congress. The tax trend 
is definitely toward the appropriation of 
private property under a collectivist con- 
ception. 

Here again the movement derives 
from collectivist conceptions. The anti- 
trust laws, interstate commerce laws, 
the public utility and federal trade reg- 
ulations, rest on the theory that all the 
activities represented are “affected with 
a public interest.” With the advent of 
the Securities and Exchange regulation 
in 1933, the employment of private prop- 
erty in the corporate forms, long regu- 
lated by state security commissions, 
came under purview of the national gov- 
ernment, which definitely controls the 
rights of the individual to dispose of his 
property. 

For a good many years the Supreme 
Court held that the regulation of wages 
and hours was an unconstitutional in- 
vasion of property rights. But in 1938 
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the Federal Government passed the Fair 
Labor Standards Act, which was de- 
clared constitutional in 1941. Control 
over production, restricting private prop- 
erty in natural resources, is illustrated 
by the Connally Act which in 1935, fixed 
production quotas in the oil industry; 
and by the Bituminous Coal Act of 1937. 

The present trend (of American law) 
recognizes that the worker has a prop- 
erty right in his job. But were the 
closed shop imposed by law, the princi- 
pal opportunities of labor would be cor- 
nered by a monopoly. There is as yet 
little or no consideration given to the 
“property rights in a job” for the great 
mass of unorganized labor. 


Collectivity in Finance and Planning 


Perhaps the most extensive evidence 
of the changing attitude toward prop- 
erty is in the field of finance. The fed- 
eral financing of agriculture, private 
home ownership, rural electrification 
systems and appliances, is now generally 
practiced. The Federal Deposit Insur- 
ance Corporation is partly owned and al- 
most entirely operated by the govern- 
ment and the levy on the deposits of oper- 
ating banks, although not called taxa- 
tion, is in effect a charge on private 
property for the benefit of a collectivity; 
namely, the bank depositors of all banks. 

Other forms of socializing less easy to 
catalogue are unemployment and old age 
insurance, the large scale development 
of public works and various kinds of 
relief and rehabilitation. And although 
none of these can be classified as an in- 
vasion of property rights, they impose a 
direct cost on the owners of property, 
the full significance of which does not 
yet appear. 

Most of us subscribe to the belief that 
certain of these measures are socially 
justifiable. But taken in their entirety, 
they show an unmistakable trend away 
from the doctrine of natural rights and 
generally accepted interpretation of con- 
stitutional rights, toward a point of view 
that property should be owned and oper- 
ated for the benefit of collectivity. 

Astute observers can readily see in the 
tone, temper and direction of planning 
for the economic future, the emergence 
of collectivist thought. Wartime controls 
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foreshadow the future more clearly than 
the theoretical programs. The great 
democracies have obviously learned a les- 
son from Nazi Germany and Soviet Rus- 
sia; that direct governmental manage- 
ment of production, consumption, invest- 
ment and money, makes it possible to 
build a vast amount of equipment. It 
really does not matter that this equip- 
ment is designed for destruction; the in- 
ference is clearly drawn every day by 
some collectivist spokesman: “If the 
government can do all this in time of 
war, why can it not build tractors, plows, 
harvesters, merchant ships and airplanes 
for passengers and commercial freight?” 

The point to remember is that these 
vast war machines are created by the dis- 
tribution of purchasing power and the 
placing of orders under the direct decree 
of governments, rather than under the 
stimulation of profit. The whole train of 
influence which was heretofore inherent 
in private property is now transferred to 
government, where it is politically im- 
plemented. Actually, the necessities of 
war bring into being a degree of regula- 
tion and control which is terrifying in 
its similarity to the very totalitarianism 
against which we are making war. 

The direct impetus given to labor con- 
trol may foreshadow a system of pro- 
ducing and distributing cooperatives and 
certainly indicates that labor is to have 
a substantial and direct voice in manage- 
ment. 


The “Inexhaustible Treasury” 


The most dramatic chart of the course 
are the various proposals for further tax- 
ation on the ownership and accumula- 
tion of private property. The theorists 
do not yet understand the nature of sur- 
plus; they insist on considering it a 
fund instead of a statement of condi- 
tion, and consequently propose that cor- 
porations should be heavily penalized for 
earnings not distributed to stockholders. 
Apparently, they cannot comprehend that 
the only asset which can be distributed 
is an item called cash. 

A persistent proposal to limit business 
profits to a fixed per cent (usually six or 
seven) completely ignores the most ele- 
mentary principle of solvency innate in 
reserves for contingencies, for restora- 
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tion of wasting assets and for mainten- 
ance and replacement. Yet England is 
giving serious consideration to abandon- 
ing the 100 per cent excess profits tax, 
“because it has curtailed production.” 

Then there is the constant talk of a 
compulsory savings law, both for indi- 
viduals and enterprise. But more strik- 
ing than any of these are the theories 
deriving from the ability of the govern- 
ment to create purchasing power through 
the utilization of bank credit. Pump- 
priming in all of its variations, the doc- 
trine of the mature economy, the doctrine 
of an unlimited federal debt (the size 
of which is said to be unimportant be- 
cause “we owe it to each other’) and the 
whole body of financial wizardry since 
the United States abandoned the gold 
standard, might well be characterized 
as the doctrine of the inexhaustible 
Treasury. Here is the clearest indica- 
tion of the changing conceptions of pri- 
vate property. 


Incentive or Terrorism 


Is the war itself to be used as an im- 
If so, the 


plement for social change? 
mass of mankind who are now suffering 


a steady decline in their standard of. 


living, whose sons appear on the casual- 
ty lists, should have something to say 
about the post-war world. And they 
should be invited to recall some rather 

With the exception of the occasional 
bonanza, wealth has always been created 
and conserved by effort and sacrifice. 


An essential symbol of liberty has been 


man’s right to enjoy the fruit of his 
labor and his sacrifice. And for every 
million dollars worth of value plundered 
by the unscrupulous, there has been a 
hundred million dollars in value placed 
at the disposal of society. 


But the creation of wealth cannot hap- 
pen in a society composed of liberty-lov- 
ing people without incentives. It can 
take place in the. totalitarian state 
through the unbridled application of 
terror. It can be produced by decree in 
the democracies, as the present war is 
abundantly demonstrating. But if we 
are to spend the accumulated wealth of 
a decade—perhaps of a generation—in 
a war to destroy the totalitarian concept 
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we dare not be so inconsistent as to 
adopt it. 

In the post-war period there will be 
need for a productive effort greater even 
than that of the war itself. That effort 
cannot be brought about by any decree. 
There must be incentives so great that 
they will produce incalculable drives on 
the part of individuals with all varieties 
of ability. The incentive supplied by 
private property has made possible the 
creation and accumulation of wealth to 
provide the welfare which mankind now 
enjoys. The whole question of incen- 
tives is usually relegated to theory and 
philosophy, yet if we take away the in- 
centive of private property what else 
will call men into the high productivity 
essential to civilized living? Such gen- 
eralizations as “brotherhood” or “social 
consciousness” do not fit any known pat- 
tern of human behavior.—The alterna- 
tive is compulsion. 

We are not afraid to criticize and 
penalize the abuses which the consti- 
tutional protections have made possible. 
Nobody is greatly concerned over the 
prospect that there will be no more 
multi-millionaires. But there is a 
wholesome skepticism on the part of 
the average American, including those 
who have enjoyed government bounty 
from the days of the free distribution 
of land to the W.P.A., which constitutes 
a strong barrier against that final drive 
which would carry us over into a regime 
of socialized wealth in which human free- 
dom would certainly disappear. 

As a people we are fully ready to 
accept restrictions on the exploitation 
of our fellow men but we are not ready 
for government ownership; we have no 
faith in bureaucracy; we do not believe 
that wealth can be created by decree; 
and we are far from ready to accept the 
dictates of a super-state, managing and 
directing the production and distribution 
of our wealth. Democracy is essentially 
a slow process, expensive and often in- 
efficient, but it will survive if and as the 
American people realize that the right 
to possess and to enjoy and to bequeath 
is the principal source of the welfare and 
the security which they so much desire. 
This institution is worth saving and it 
is high time that we come to its defense. 
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Constructive Imperialism in a New World 


DR. MORITZ J. BONN 
Occidental College, Los Angeles 


HE people who imagine that in the 

event of a German victory, or a stale- 
mate, European trade will go on pretty 
well as it did before, do not realize that 
Germany does not seek raw materials or 
even territory, for purely economic ends, 
but because she wants to be in a position 
in which she can wage war without be- 
ing assailed by economic pressure from 
the sea powers. The object of the West- 
ern social system, however, is welfare 
and wealth, with trade as a means to 
bring this about. The object of the Nazi 
system is war. Her victory would sep- 
arate the Continents and contract trade. 


But even a German defeat will scarce- 
ly re-establish Europe’s former economic 
position. The terrible destruction of the 
war will not be the worst effect as far 
as economics are concerned; the vast 
structural industries of the world will 
rapidly repair the damage but the fun- 
damental position of Europe will be 
changed. 


The European countries before the war 
bought goods to the value of about 9 
billion dollars. They paid for them in 
goods to the extent of only 5 to 6 billion 
dollars. Europe made up the difference 
partly by shipping services and other 
invisible exports; to a large part the sur- 
plus goods were bought with interest 
and payment from investments. Many 
of these investments have been lost in 
the last fifteen years. Great Britain, 
for example, has parted with a large 
part of the claims from which she de- 
rived the means of paying for her sur- 
plus imports. Furthermore, the indus- 
trialization of the British partner states, 
and of India has been sped up consid- 
erably; they may not buy the same 
amount of British goods as formerly. 
They have repatriated the best invest- 
ments—Canada has bought back about 


Based on address before 19th session of Institute 
of World Affairs. 


340 millions! and has furnished goods on 
credit to the mother country for about 
eight million dollars. 

Freezing of foreign funds by the 
United States discloses that the German 
controlled countries or nationals thereof 
possess assets in this country of over 
41% billion dollars, to which another 2 
billion dollars belonging to Switzerland 
and Sweden may be added. Germany and 
Italy have only about one hundred eighty 
million dollars here. 


These six and one-half billion dollars 
represent a great deal of purchasing 
power; it should be enough to provide 
Europe with sufficient funds to reestab- 
lish industrial life without loans. But 
the interest on them (at 5%) would only 
be a little over three hundred million 
dollars, and that part which is available 
after some of the capital has been spent 
on reconstruction would not be large 
enough to bridge the gap between ex- 
ports and imports. These countries, it 
is estimated, have been bled by Germany 
to the amount of some 36 billion dollars. 
The interest on their assets would not 
add enough to Europe’s purchasing 
power and insure a large regular flow of 
imports into Europe above her exports. 


A policy of lending would not solve the 
problem but only postpone solution. 
Lending is satisfactory only if it in- 
creases the purchasing power of the deb- 
tors by increasing their exports. 


Vicious Cycle of Sufficiency 


T is more than likely, moreover, that 
the desire for greater imports on the 
part of the European countries will be 
short-lived. They have been under a 
controlled regime for a considerable per- 
iod. Most of them have artificially 


1. Canada furnished goods to the value of $1200 
millions to Great Britain; she received for them 
$250 millions in gold, $350 millions in re- 
patriated securities, and $480 millions are still 
outstanding. 
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raised the prices for domestic agricul- 
tural products far above world market 
prices. They cannot afford to compli- 
cate their delicate industrial situation by 
letting cheap food stuffs come in and 
cause an agricultural crisis. They have 
been increasing their own agricultural 
production, and these imports will de- 
cline correspondingly. This, in turn, 
will reduce the purchasing power of 
oversea markets which can no longer 
sell their agricultural surplus and so 
are driven to industrialization, which 
again will narrow the markets for Euro- 
pean exports. 

Germany has extended her system of 
exchange control to practically all her 
subjects. After a German defeat, it 
may be lifted in the occupied countries 
with the help of frozen funds in the 
United States and, if necessary, with 
some transitional credit. Germany and 
Italy have few assets abroad, but will 
be expected to repay part of the surplus 
taken from their victims. Under these 


circumstances it will be doubtful whether 
they can give up exchange control, and 
where exchange control prevails, the 


chances for the widening of trade are 
slight. 

Broadly speaking, the productive cap- 
acity of the world will have increased 
after the war damages have been re- 
paired, especially in the structural indus- 
tries. But the purchasing power of 
Europe will be considerably reduced. 

The reduction of the purchasing power 
of Germany and of what had been Aus- 
tria and the elimination of Russia from 
the world’s trading system was one of 
the main causes of economic unrest after 
the first world war. It was never prop- 
erly cured, but was camouflaged by 
loans. 


A “League of Trade” for World 
Development 


HE “impasse” which is awaiting the 
world can only be broken by a joint 
policy of international expansion, direct- 
ed towards the five great undeveloped 
parts of the world: Russia, the Far East, 
the Moslem World, Africa, and Latin 
America. 
It is to be hoped that the economic 
cooperation with Russia can be continued 
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in peace, without fear of intriguing 
propaganda. The re-making of China 
will offer opportunities on a large scale 
which, in case of an allied victory, will 
not be monopolized by Japan. The Mos- 
lem world will have to be developed eco- 
nomically before complete political eman- 
cipation from Europe can be granted to 
it. Africa, which to the Axis is the 
great prize of the struggle, will have 
to be opened up with peaceful, not mili- 
tary objects in view, and the Latin 
American countries must be helped in 
their transition from producers of raw 
materials and food stuffs to a more bal- 
anced economy. 

In this development work, the over- 
grown structural industries of the world 
can be profitably employed and the credit 
of the richer countries may be used for 
this purpose. It should not be done by 
rivalry between competing nations. A 
plan must be drafted by the representa- 
tives of all governments concerned, com- 
prising would-be debtors, as well as 
would-be creditors. 


All For One—Aim 


T is quite possible that some of the 

financial operations which have to be 
undertaken may be _ unremunerative. 
This is an old story—the amount of 
money lost by investors in the develop- 
ment of backward countries has been 
enormous. Is it not much better to 
undertake such enterprises with the help 
of the tax payers of the world? They 
may not be directly remunerative, but 
they will finally establish new customers 
whose purchasing power will restore the 
disturbed equilibrium of the world. 

There will be millions of would-be con- 
sumers left in Europe whose means of 
livelihood the war has destroyed. Some 
of them will have to be resettled; it will 
be wiser to do this in under-developed, 
thinly populated areas whose natural 
wealth their labor can bring to light. 
Europe cannot be remade within the 
boundaries of Europe—no more than the 
United States can be made crisis-proof 
by withdrawing within its political 
frontiers. The leading nations of the 
West, especially the United States and 
Great Britain, have long outgrown what 
might be called coercive imperialism. 
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But the world is populated by a medley 
of nations possessing very different cul- 
tural standards. Their progress is im- 
possible without cooperation under wise 
leadership. The progressive nations of 
the world must join hands in this policy 
of Constructive Imperialism in which the 
more advanced nations have to help the 
less advanced nations for the ultimate 
benefit of all, even though it may involve, 
at least in the beginning stages, consider- 
able sacrifices from those who lead. 


The Lesson of This War 


Large structural changes of an eco- 
nomic order, which will be inevitable 
on the continent after the war (for Fas- 
cism and Nazism represent also a social 
revolution and one of the reasons of the 
fall of France was the French social re- 
action), demand larger economic units 
and a common European, if not a world, 
plan. Only by this means can the 
smaller States of Central Europe avoid 
violent social revolution and attempts 
at communism. 


The problem of employment, hours of 
work and just agrarian reform can be 
best planned and carried out in terms 
of larger units than those represented 
by small states. The problem of sea- 
sonal employment or the effective in- 


dustrialization of certain districts can 
be more easily dealt with in a federal 
system than in individual smaller states. 


But the future European political and 
social structure, however perfect it may 
be, will not guarantee either itself, or 
peace, if there is not an active desire 
to preserve it. Institutions maintain 
themselves only in so far as there are 
people willing to sacrifice themselves 
for them. All states must have the 
courage, after the experiences of the 
last few years, to be loyal to the police 
system which they will create. This 
common will must find expression in a 
united organization to ensure protec- 
tion. No state can secure its own safe- 
ty by declining to help its threatened 
neighbors while shedding crocodile 
tears over them. This “peace at any 
price” inspired Hitler with his “one by 
one method.” 

Even when Hitler falls, this will not 
mean that the criminal type will disap- 
pear from the stage of history. Further 
lack of understanding of the necessity 
of solidarity and collective security 
would embolden a new Hitler to another 
war, which a tortured Europe could not . 
endure. 

This is the lesson of the present war. 


EDUARD BENES, President of Czechoslovakia, 
in recent address at Aberdeen Univ., Scotland. 





TRUSTS and ESTATES—February 1942 


A WAR MESSAGE 


to 
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%* From the United States Treasury Department * 


Winntnc Tus War is going to take the 
mightiest effort America has ever 
made—in men, materials, and money! 


An important part of the billions of 
dollars required to produce the planes, 
tanks, ships, and guns our Army and 
Navy need must come from the sale of 
Defense Bonds. Only by regular pay- 
day by pay-day investment of the 
American people can this be done. 


Facing these facts, your Government 
needs, urgently, your cooperation with 
your employees in immediately enrolling 
them in 


A PAY-ROLL SAVINGS PLAN 


The voluntary Pay-Roll Savings Plan 
(approved by organized labor) provides 
for regular purchases by your employees 
of Defense Bonds through voluntary 
pay-roll allotments. All you do is hold 
the total funds authorized from pay- 
roll allotments in a separate account and 
deliver a Defense Bond to the employee 


each time his allotments accumulate to 
an amount sufficient to purchase a Bond. 


You are under no obligation, other 
than your own interest in the future of 
your country, to install the Plan after 
you and your employees have given it 
consideration. 


WHAT THE PAY-ROLL SAVINGS 
PLAN DOES 


1. It provides immediate cash now 
to produce the finest, deadliest fighting 
equipment an Army and Navy ever 
needed to win. 2. It gives every 
American wage earner the opportunity 
for financial participation in National 
Defense. 3. By storing up wages, it 
will reduce the current demand for con- 
sumer goods while they are scarce, thus 
retarding inflation. 4. It reduces the 
percentage of Defense financing that 
must be placed with banks, thus putting 
our emergency financing on a sounder 
basis. 5. It builds a reserve buying 
power for the post-war purchase of 
civilian goods to keep our factories run- 
ning after the war. 6. It helps your 
employees provide for their future. 


Make Every Pay Day - BOND DAY 


Reserve City Bankers Cancel 
Florida Convention 


Plans for holding the annual convention 
of the Reserve City bankers in Palm Beach, 
Fla., at the end of March have been can- 
celled, according to Keehn W. Berry, pres- 
ident of the Association. A week-end meet- 
ing at the Greenbrier, White Sulpher 
Springs, W. Va., for the week end of April 
25 has been substituted. 


West Virginia Bankers Cancel 
Convention 


The scheduled state convention of the 
West Virginia Bankers Association which 
had been set for June 11-13 at White 
Sulpher Springs has been cancelled because 
of the war and other contributing condi- 
tions. A one-day session for the transac- 
tion of necessary business will be held in 
Charleston, June 12. 
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Foreign War Economy 


ECONOMIC CONTROL PLAN IN 
AUSTRALIA—Details of the Australian 
Economic Control Plan announced by the 
Prime Minister on February 11, 1942 
are as follows: 


(1) Prohibition of the sale or invest- 
ment of capital except by permission of 
the government or for obvious war purposes 
(public loans or issues sanctioned by the 
capital issues advisory committee) to elim- 
inate speculation and concentrate capital 
transfers on immediate war needs. 


(2) Prices of all goods and services 
will be pegged with prices ruling today as 
a maximum. Some reductions in prices can 
be made under the existing machinery of 
price control in the case of imported goods. 
Where landed costs have risen the admin- 
istration of price control will continue as 
at present, 


(3) Profits (exclusive of taxes paid) 
will be pegged at a maximum of four per 
cent on capital as defined in the wartime 
(company) tax act. Depreciation will be 
fixed at an amount determined by life of 
the asset and degree of risk of the enter- 
prise. Excess profits will be passed on in 
lower prices or taken in taxation. 


(4) The Commonwealth Bank will con- 
trol interest rates, fixing a schedule for 
different classes of investment. 

(5) Wages will be pegged at their pre- 
sent level, subject to adjustment of rate 
changes in the cost of living. There will 
be a margin of tolerance at the discretion 
of the Commonwealth Court of reconcilia- 
tion and arbitration or other constituted 
industrial tribunal, to permit completion 
of existing negotiations and adjustment of 
wages considered by the tribunal to be 
reasonable in relation to the level of wages 
in comparable industries. 

(6) The new manpower regulations will 
place transfers af labor under direct con- 
trol of the Minister for Labor and the man- 
power authority, enabling labor to be di- 
rected towards the maximum war effort. 

(7) Absenteeism in industry for other 
than prescribed reasons will be made il- 
legal, as to both employers and employed. 
The standards of duty applied to men in 
the fighting forces must be applied also to 
all workers engaged in essential war and 
civilian industries. 


(8) The Government will assume power 
to proclaim any area under military con- 
trol. 


(9) Speculation in commodities, such as 
forward dealings in foodstuffs, will be pro- 
hibited. Merchants must accept position 
that they are rendering a service for a pre- 
scribed payment. 


BRITISH TAX ANTICIPATION SE- 
CURITY — A new security has been de- 
signed for the Taxpayer who is accumulat- 
ing funds for the payment of income tax 
(other than Schedule “E”), surtax, Na- 
tional Defense Contribution, Excess Profits 
Tax, Land Tax or War Damage Contribu- 
tion. This “special security” is designed 
in part to help the savings effort and in 
part to facilitate, both from the taxpayer’s 
and the Exchequer’s viewpoint, the transfer 
of money from the one to the other. “It 
can be taken up for such amounts and at 
such times as any taxpayer finds most con- 
venient, while it can be tendered during a 
limited period in payment of certain taxes 
and will earn interest when so tendered.” 


From the viewpoint of the taxpayer, the 
new arrangement must be an improvement 
over the system of piling up deposit ac- 
counts with the banks, as it is assumed that 
the rate of interest will be around the 1 
per cent earned on three months’ Treasury 
bills. It is unlikely that the companies 
and people most likely to be affected by the 
new scheme would prefer to invest the 
moneys in the gilt-edge market, if only for 
the expense involved and the relatively 
short period of investment. From _ the 
viewpoint of the Treasury, the introduction 
of the security will tend to produce a more 
even inflow of revenue, while for the banks 
themselves, it should prevent the disloca- 
tion that is caused at certain periods of 
the year when heavy transfer of taxes has 
to be made. 


—The Statist (London) 


CANADIAN SUBSIDIES — To reduce 
the pressure upon the retail price ceilings 
because of higher wholesale and import 
prices, the Commodity Prices Stabilization 
Corp. is paying subsidies to some industries 
to offset rises in costs. Thus shoe manu- 
facturers have received a 7% subsidy to 
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reimburse them in part for a 15% increase 
in their costs; half of the remaining 8% 
has been absorbed by the manufacturers 
and the balance by retailers and whole- 
salers. A subsidy has also been granted 
to offset higher prices on imported raw cot- 
ton. 


RATIONING IN CANADA — Gasoline 
is to be rationed starting April 1st. Seven 
categories of drivers have been established 
and those not in a preferred class will re- 
ceive 300 to 380 gallons a year, depending 
upon the make of car, which will permit 
about 5400 miles of travel annually. Ration 
books are to be issued for three month 
periods and motorists must pay an annual 
charge of $1. Americans traveling in Can- 
ada will be given the same treatment as 
Canadians except that no payment for a 
license will be required. To allow for the 
larger amount of summer driving almost 
one third the annual ration will be avail- 
able in the three summer months, July to 
September. Trucks of all kinds are to re- 
ceive enough gasoline to cover their normal 
requirements. Should the tanker situation 
become more serious these rations are sub- 
ject to further cut. 
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A weekly ration of three quarters of a 
pound per person has been established for 
sugar. It is against the law to buy more 
than two weeks supply at a time or to buy 
sugar if you have two weeks supply on 
hand. No ration books have been issued 
since an attempt is being made to work it 
out on a voluntary basis. Several in- 
stances of hoarding were uncovered and 
fines levied on the persons involved. Special 
provision has been made for larger supplies 
of sugar for preserving and canning pur- 
poses. 


GERMAN WAR COSTS — The first 27 
months of the war had cost Germany 218 
billion marks according to the Reich Min- 
ister of Finance. At the end of 1941 the 
total German public debt was reported at 
128 billion marks or 91 billion greater than 
at the start of the war. The balance of 
the war costs was derived from taxation 
and the utilization of savings deposits (es- 
timated at 36 billion marks). These data 
apparently do not take into account the 
tribute received from conquered countries 
and the large reserves of industrial con- 
cerns which were placed in blocked savings 
accounts last fall. 

—New York Times 


INFLATION IN CHINA — Price rises 
in Chungking have been so sharp that 
employees with fixed salaries have been 
seriously affected. Larger companies and 
the government have been giving employees 
a “rice allowance” to offset the higher costs. 
Some reported prices (in American money) 
are: American cigarettes $3 a pack; lb. of 
coffee $5; 5 cent box of cough drops $1.75; 
women’s stockings $5; men’s hose $4.50 a 
pair. 

—New York Times 


sciictpallacaaiiiata 


War Economics 


Edited by EMANUEL STEIN and JULES BACK- 
MAN. Farrar & Rinehart, Inc., New York. 501 
pp. $3.00. 


This book was rolling off the Farrar & 
Rinehart presses just as our February issue 
was going to press. It appears to be a most 
timely, comprehensive and important con- 
tribution, and time does not permit the 
careful appraisal which we feel it deserves, 
so we shall postpone our review until the 
March issue. 
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Highlights of news and discussion on current economic 
topics from leading publications, addresses and reports. 


War Budget and Costs 


RALPH E. BADGER 
President, Investment Counsel, Inc., Detroit 


N the basis of present plans for World 

War II, estimates indicate that the 
average annual military expenditures for 
the four years 1941-44 will amount to 35 
percent of our national income and that 
taxes will take nearly 18 percent of this 
$105 billion yearly income. 

President Roosevelt has proposed an ad- 
ditional $7 billion income tax, and an ad- 
ditional $2 billion Social Security tax, which 
if effective, would result in net receipts 
from taxation for 1943 of about $25.5 bil- 
lion, and borrowings of $33.6 billion net. If 
the war continues through the fiscal year 
1944 (i.e. June, 1944) and if 1944 expendi- 
tures and income collections follow the esti- 
mates for 1943, the total cost of the war 
may be estimated as follows: 


Estimated Cost World War II to 
United States 


(Excluding proposed $9 billion added taxes) 
(In billions) 
Defense cost 1941 
” ” 1942 


”? 


” 


Cost for 4 years 
Normal Operations 


Total Expenditures 
Total Taxes 


Net Debt Increase 
Present Debt 


Debt, 6-30-44 


Financing the Deficit 


Commercial banks today hold between 30 
and 40% of our present debt, and I think 
this ratio will continue despite efforts which 


From address before National Assn. of Cost Ac- 
countants, Detroit; Jan. 15th, 1942. 


the Government will make to sell defense 
bonds and stamps to corporations and in- 
dividuals. The balance will be taken by 
corporations, life insurance companies and 
individual purchasers. The tax burden will 
be too heavy to permit more than a moder- 
ate absorption of this debt by individuals. 
This increase in Government debt will, of 
course, step up the deposits of banks by 
approximately the same amount, which will 
mean an increase in aggregate bank de- 
posits from a figure today near $60 billion 
to perhaps $100 billion. 


This development in itself must be re- 
garded as highly inflationary. 


The Government can currently finance 
long term borrowings at 2%4%, 5-year bor- 
rowings at slightly over 1%. It is doubt- 
ful that these low rates will prevail 
throughout the balance of the war, al- 
though as the Government has at its dis- 
posal very strong controls over interest 
rates, it is my belief that we will not wit- 
ness the high interest rates of the latter 
part of World War I, and shortly there- 
after. Eventually, however, a 3% rate on 
long term Government borrowings may pre- 
vail. 


Seven Steps to Inflation Control 


The price control bill, (now law—Ed.) 
if anything, will induce an era of inflation. 
But inflation can be controlled if the Gov- 
ernment is willing to adopt the following 
program: : 


1. Place a limit on wages 
2. Place a limit on agricultural prices 


3. Place a limit on prices of manufac- 
tured products (done in price control 
law—Ed.) 

4, Assess heavy taxes not only on upper 
and middle classes, but also on lower 
classes of income receivers 
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5. Impose a gross income tax, sometimes 
called a tax on wages, giving in re- 
turn therefor savings bonds, if neces- 
sary 

. Wherever shortages exist (such as in 
tires and automobiles) resort to a 
strict system of rationing 

. Make all effort to encourage sale of 
defense bonds and stamps to indi- 
viduals and corporations, other than 
banks. 

Up to date the cost of living has risen a 
little over 10%. All commodities, on the 
basis of wholesale prices, have increased 
about 22%, as compared with the period 
between July, 1916 and August, 1917, dur- 
ing which prices rose approximately 50%. 
Controls at that time were few and taxes 
were just beginning to take effect. 


Post-War Experimentation Excuse 


National planning and regimentation had 
made considerable encroachment on our 
lives prior to December 7, 1941, and many 
people were of the opinion that we were 
gradually experiencing a change from a 
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competitive capitalistic system to a system 
of state socialism. Since December 7, we, 
as a nation, have submitted and will con- 
tinue willingly to submit to further control 
and regimentation. 


I have a strong feeling that we may con- 
tinue our experiments in the field of con- 
trolled economics on the theory that if an 
economic machine can be geared to 150% 
of normal operating capacity to win a war, 
there is no reason why it cannot be operated 
continuously at 100% of capacity to fulfill 
the peace time needs of its people. This 
cannot be done, however, under the old 
capitalistic system of production with its 
successive periods of prosperity and depres- 
sion. Those arguing for a planned econ- 
omy believe that if the production machine 
is properly controlled by a strong national 
government, it can be operated continuously 
at 100% of capacity and the resulting pro- 
duction distributed among the country’s 
population. Under a system of national 
planning, maximum  production—without 
reference to the profit motive—may be the 
aim. 


Taxation Outlook 


MARRINER S. ECCLES 
Chairman, Board of Governors of the Federal Reserve System 


HE idea of increasing wages and in- 
come, agricultural income included, as 
the cost of living index goes up, is a fal- 
lacious approach to the problem of infla- 
tion. It should be obvious to all of us that 
the standard of living cannot be maintained. 
If this war is going to be fought on a 
basis of what we are going to get out of 
it instead of what we are going to put into 
it, then we are going to lose it. So long 
as the only interest labor has in the prob- 
lem of production is to get greater wages, 
and so long as the only interest that 
business has in it is to get greater profits, 
and the only interest the farmer has is how 
he is going to get higher prices for his 
product, then we have many tears and much 
blood to shed. 


[Estimating a national income of about 
$110 billions for 1943 fiscal year, Mr. Eccles 
referred to collection of one-fourth in taxes 
and availability of 15 to 20 billions more in 
savings. ] 


We must collect, in accordance with the 
President’s program, approximately $9,000,- 
000,000 of additional taxes ** $2,000,000,000 
from social security and $7,000,000,000 
from new additional taxes. That means 
that corporation taxes, excess profits taxes, 
will have to be substantially higher than at 
present. It would seem to indicate that 
excess profits will be almost a thing of the 
past, that surtaxes on individuals will have 
to be increased. 


Withholding Tax Urged 


The practical job of collecting income 
taxes seems to me to call for a withholding 
tax. Certainly where so many people will 
be subject to income tax as is now the case 
a withholding tax at the source would 
greatly lessen not only the expense of col- 
lecting the tax, but it would collect the tax 
at the time the income was received and 
would avoid the recipients of that income 
spending the funds. It is essential, it seems 
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to me, to have a withholding tax in order 
that the inflationary effect of the govern- 
ment expenditures would be reduced by 
avoiding the lag between the expenditure 
and the time the taxes are paid. 


I hope that the business men of America 
will set an example to the farmers and to 
the laborers and will no longer talk of the 
need of the profit motive, the profit incen- 
tive, to get them to put forth their best 
effort and to do their part, because if that 





is going to be the guiding influence, if that 
is going to be the basis for the determin- 
ation of what we are going to produce, 
then I say we have already lost the battle. 

[In the same address, Mr. Eccles suggested 
advisability of creation by the Treasury of 
a special long-term bond issue—up to fifteen 
year maturity—available to institutional 
investors. ] 


Excerpts from address before 1942 Mid-Winter 
meeting of New York State Bankers Assn. 


Post War Fiscal Policy 


KENYON E. POOLE 
Asst. Professor of Economics, Brown University, Providence, R. I. 


F private investment recovers as rapidly 
as it did after the last war, there is 
little need for fiscal policy to stimulate out- 
put but two points ought to be kept in mind. 
First, it may be that for a long time after 
the war conditions will differ greatly from 
those in the past decade when it was thought 
that the economy had become mature, and 
that outlets for savings were becoming per- 
manently difficult to find. Second, if war- 
time controls are quickly removed at the 
end of the war, continued government ex- 
penditures coupled with a burst of private 
investment and consumer spending may 
bring about a condition of scarcities, and a 
tendency to price inflation. Consequently, 
it is difficult to foresee post-war fiscal policy 
without knowing what attitude will be taken 
by the government with respect to direct 
controls. 


From address before American Finance Associa- 
tion. 


The situation at the close of the present 
war indeed promises to be quite different 
from that which faced the economy after 
the first World War. On several counts we 
may expect a larger body of permanent gov- 
ernment expenditures; and in addition tem- 
porary government expenditures may en- 
dure for a longer period than was the case 
after the last war. 


Of the permanent expenditures, the most 
important will probably be those made for 
the maintenance of the greatly expanded 
military and naval establishments. Although 
some estimates run as high as 5 or 6 billion 
dollars, even a considerably more modest 
sum surpasses the average of approximate- 
ly 2 and % billion dollars spent annually 
on relief during the period 1933-38. Con- 
sumption and investment must be encour- 
aged by reducing the excises and income 
taxes which were desirable during the war. 
Therefore either debt must increase even 
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more rapidly than hitherto, or income tax 
rates in the middle and higher brackets 
must be still further increased. 


The second type of expenditure which is 
likely to continue indefinitely after the end 
of the war is that made by the federal gov- 
ernment on highways, bridges, dams, na- 
tional parks, low-cost housing, etc. Their 
magnitude is completely unpredictable at 
the present time, but public opinion appears 
to be far more favorable to such activities 
than was the case after the last war. 


Still another permanent type of govern- 
ment expenditure is for social security, food 
stamps, agricultural aid, and other meas- 
ures designed to spread purchasing power 
into the lower income groups. This expen- 
diture differs from the previous variety in 
that to a greater extent the redistribution 
is not from rich to poor, but from one mid- 
dle or low income group to another. In so 
far as this is true no direct effect is exert- 
ed on the savings-investment problem; thus 
such expenditures ought not to be included 
in the total government investment relied 
upon to form a core for private investment. 


It may be suggested, incidentally, that it 
is one thing to recommend variable social 
security taxes and reserve funds to imple- 
ment the transition to and from war econ- 
omy, and quite another to advocate the use 
of this instrument for cyclical variations in 
economic activity. Once increases are made 
in these magnitudes, it is not easy to bring 
about decreases solely on the ground that 
the economic situation calls for such action. 
Because there will always be some unem- 
ployment, advocates will be found to urge 
retention of a policy which maintains or in- 
creases the net contribution of the govern- 
ment to investment; and because supporters 
of a policy of redistributing income will be 
reluctant to give up gains made during the 
boom period, resistance to the pursuance 
of a consistent policy through the cycle is 
apt to prove effective. 


In so far as the national debt is held by 
those in lower income groups, repayment 
of interest stimulates consumption. If the 
war continues long enough so that this 
group holds large amounts of bonds; and if 
non-negotiable, they are paid off slowly, say 
over a period of ten years, a long term 
source of purchasing power, with its atten- 
dant stimulus to production, is set up. It 
seems clear that the government should de- 
fine the terms of repayment during the war, 
in order to insure the release of these sums, 
not necessarily in the immediate post-war 
period, but when the decline in spending 
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takes effect. It is an advantage from the 


point of view of monetary control, and of 
the market for government and industrial 
bonds, to insure definiteness in the rate of 
repayment of the government debt, and to 
limit negotiability of the bonds. 


Temporary Outlays 


The most important of the temporary post 
war expenditures are those which the United 
States is likely to make for the reconstruc- 
tion of Europe and for the reconstituting 
of world trade. The actual magnitude will 
depend on our attitude toward the recon- 
struction of Europe, the extent of the de- 
struction, the length of time the task of 
reconstruction will take (there will be both 
financial and physical problems), and the 
political, financial and real limits to the 
amount of aid which we can render in each 
year. In addition to this expenditure, if it is 
thought that loans made to Europe for the 
purpose of encouraging world trade will 
facilitate reconstruction, expenditures are 
likely to be made on this score as well. 


Coupled with the expenditures listed 
above, this (not very) temporary govern- 
ment expenditure may leave the United 
States in a position where its problem is to 
avoid price inflation arising out of a volume 
of public plus private investment which pro- 
duces scarcities. There is some reason to 
think, therefore, that our problem in the 
several years after the present war may be 
the reverse of that which faced us after 
the last war. 


The necessity of restoring the produc- 
tion structure to civil uses may involve an- 
other type of temporary expenditure by the 
government. In so far as the government 
shoulders the cost of capital goods special- 
ized to war purposes, and makes grants for 
the building up of peace-time plant, it is 
assisting in maintaining investment and em- 
ployment. In the past this duty has been 
largely left to private industry, and it has 
been accomplished only to the accompani- 
ment of temporary unemployment. There 
is little likelihood that we shall return to 
a@ peace-time economy in the traditional 
sense. Plants built for the production of 
tanks, explosives, etc., are not likely to be 
dismantled as long as any possibility re- 
mains of a duplication of the events of re- 
cent years; in so far as these plants have 
been privately built, subsidies will probably 
be paid to their owners to keep them in 
condition; and in any case a considerable de- 
mand by the government for their products. 
will continue. 
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Effects on Investment 


Finally a word may be said about tem- 
porary factors operating on private in- 
vestment and consumption after the war. 
With the removal of priorities and control 
of consumption, a rather considerable im- 
petus to increased investment and consump- 
tion comes forward provided purchasing 
power hitherto unavailable is now released. 
Consumption and investment are stimulated 
in so far as their defect during the war 
represented postponement only. On the 
other hand, firms and individuals may not 
find themselves in possession of the pur- 
chasing power necessary to give effect to 
their needs. A high excess profits tax dur- 


ing the war, or perhaps even more impor- . 


tant for subsequent ability to invest, a high 
undistributed profits tax, may take from 
firms their power to invest substantial 
amounts after the war. Again, as we have 
seen, if the tax system is allowed to retain 
high excises and income taxes which bear 
on consumption, consumers may be similar- 
ly placed. 


Furthermore, the form in which savings 
have been made during the war has differ- 
ent effects, depending on the identity of the 
saver. Thus consumers may have bought 
large amounts of government bonds with 
sums which they normally spend, and are 
able to sell them to savers in the post-war 
period; on the other hand, the bonds may 
be non-negotiable. Firms which have bought 
bonds may dislike to take a loss in the 
event that many holders are selling at once, 
with the result that they are temporarily 
short of investible funds. A more extreme 
case would be a situation in which the gov- 
ernment had required firms and individuals 
to invest part of their war incomes in gov- 
ernment bonds; obviously the gap in con- 
sumption and investment could not be filled 


Modern Three Musketeers 


until the government provided for redemp- 
tion. 

After the war the tax system should dis- 
courage neither consumption nor invest- 
ment. If private investment lags, public 
expenditures must take its place, and this 
means that taxes must fall short of public 
expenditures by the amount of the lag. This 
is a necessary, but not a sufficient, condi- 
tion of industrial equilibrium, however. Any 
deficiency in private investment will not be 
a datum, but will itself vary with many 
factors, important among them being the 
manner in which individual taxes affect the 
will and ability to invest of individual firms, 
and the consuming capacity of the public. 


Loopholes in the Tax Law 


HENRY MORGENTHAU, JR. 
Secretary of the Treasury 


UR tax laws are still weakened by loop- 

holes; it is still possible for a few thou- 
sand individuals to escape their fair share 
of the burden. The total amount of revenue 
that had to be passed onto the shoulders of 
other taxpayers because of the existence of 
loopholes in the law was almost a billion 


dollars, about one-eighth of the entire re- 
ceipts from income tax in the fiscal year 
that ends in June. 

In wartime, when we are drafting young 
men to fight and risk their lives for their 
country, any special privilege for a few be- 
comes inexcusable. 
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There are four specific examples of tax 
loopholes which have been allowed to re- 
main on the statute books at the expense 
of the majority of our taxpayers. 


First is the continued existence of tax- 
exempt securities which costs the Treas- 
ury, at present tax rates, about $200,000,- 
000 a year. This gives wealthy taxpayers 
a possible refuge, not from some income 
tax, but from all income taxes. It is high 
time, in my opinion, to tax the income of 
State and municipal securities—not only the 
income from future issues, but also the in- 
come from those issues now outstanding. 


A second discrimination exists in the nine 
States having the community property sys- 


tem, which assumes that the income of the: 


husband belongs equally to the husband and 
wife. Yet since the husband has full man- 
agement and control of the whole income, 
he is, in practical effect, in no different posi- 
tion from a husband in a non-community 
property State. 

In a community-property State a husband 
who earns a $10,000 salary is allowed to 
report only $5,000 of that salary as his in- 
come and his wife may report the other 
$5,000 as hers. The two of them together 
will pay a total tax of $965. In the thirty- 
nine other States, however, the husband 
who earns a $10,000 salary must report that 
salary as his income and must pay a tax of 
$1,305 on it. 

The existence of this privilege costs the 
Treasury, on the basis of existing rates, 
about $55,000,000 a year. 


Third is the use of separate tax returns 
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for the investment income of husband and 
wife. This costs the Treasury, on the basis 
of present rates, about $260,000,000 a year, 
in addition to the revenue that is lost be- 
cause of the community-property tax privi- 
lege. 

Fourth is the so-called percentage deple- 
tion provision of the income tax law which 
allows mine and oil well companies, not sim- 
ply to deduct a percentage of the cost of 
their wells and mines each year until the 
entire cost has been made good, but to de- 
duct an arbitrary percentage of their in- 
come indefinitely. An oil company which 
may long ago have recovered tax free many 
times the cost of the wells which it is oper- 
ating is still permitted a deduction of 27% 
per cent of the gross income from those 
very same wells. The allowance of percen- 
tage depletion costs the Treasury, on the 
basis of existing rates, at least $80,000,000 
a year. 

It has been difficult until now to correct 
our tax laws because taxpayers have been 
too few and too indifferent. Until the great 
body of American taxpayers becomes thor- 
oughly aroused to the injustices which have 
been left on the statute books year after 
year, we cannot expect to correct the laws. 

We need nine billion dollars in additional 
revenue; I should like the very first billion 
of that amount to be obtained by closing 
the remaining loopholes. If this is accom- 
plished it will be a contribution to the 
financing of the war, the morale of our peo- 
ple, and the victory of our cause. 


From address before the City Club of Cleve- 
land, Jan. 24, 1942. 


Rationing in Wartime 


JULES BACKMAN 
New York University 


N peacetime, the proportions of different 

products consumed by individuals or fam- 
ilies vary. Some persons use more meat 
products, others like dairy products, and so 
on. One group spends a great deal on a 
home and reduces consumption of other pro- 
ducts while another is more concerned with 
clothing or automobiles. Under conditions 
of wartime shortages that are accompanied 
by rationing, these differences tend to be 
evened out. The more extensive the area 
affected by rationing the more uniform con- 
sumption tends to become. However, by the 


use of group rations a great deal of flexi- 
bility is imparted to the system and indi- 
vidual differences in taste may continue to 
be satisfied. 

The indirect effects of rationing must also 
be considered. Thus, there tend to be set 
in motion forces which necessitate the ra- 
tioning of an ever widening number of 
goods. Since purchases of the rationed 
goods are limited and the amount that can 
be expended for them is also limited as the 
result of price fixing, demand is diverted 
to other products. For some products it 
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may soon exceed the available supply and 
thus necessitate additional rationing if they 
are necessaries of life. Where there are 
good substitutes for the rationed product 
the likelihood of a concentration of demand 
for them thereby creating new shortages is 
highly probable. These tendencies are evi- 
dent in England in World War II. Butter 
was rationed at the beginning of 1940 and 
soon margarine and cooking fats were also 
subject to rationing; in 1941 cheese was 
added to the list. If only one or two pro- 
ducts are rationed and their substitutes are 
available in plentiful supply this tendency 
will not be operative. 

Another effect of rationing may be to 
reduce the supply which reaches the mar- 
ket. This is especially true of farm pro- 
ducts since the farmer may retain a large 
share for himself or divert it to friends or, 
in some cases, to those who are willing to 
pay large premiums to obtain the supplies. 
The “food excursions” into farm areas on 
which Germans went to secure food in 
World War I illustrates this practice. The 
prevention of such practices is a very dif- 
ficult task for the administrative authori- 
ties. That such diversions take place at the 
farm as well as at various stages of the dis- 


tributive process is clearly indicated by the 
development in many European countries of 
secret markets or black bourses in rationed 
products. 

Although food products have been ra- 
tioned extensively by other belligerents (ex- 
cept Canada), it is unlikely that rationing 
on a similar scale will be necessary here. 
However, formal rationing will probably be 
necessary for nonfood products. Thus, the 
war demand for tankers may necessitate 
rationing of gasoline on the Eastern sea- 
board. Similarly, sharp curtailment of var- 
ious consumers’ durable goods, such as au- 
tomobiles, electrical appliances, rubber tires, 
etc., makes necessary some type of ration- 
ing, unless prices are permitted to rise 
sharply or a high excise tax is imposed. 


The rationing of these latter products will 
prove particularly difficult because they are 
purchased irregularly. Special techniques 
may have to be devised. Thus, persons 
with automobiles less than three years old, 
for example, might be prohibited from ac- 
quiring a new car. Or purchasers of tires 
might be required to turn in their used tires 
so that they can be reconditioned for sale. 


From Journal of Retailing, Dec. 1941. 
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Plans for Tomorrow — Today 
Who will be the Architects of the Post-War World? 


Editorial 


cc PRACTICAL business man can’t waste his time making plans for 
a post-war period when he doesn’t know when that will be, who will 
win or under what conditions.” 

Have you heard that remark, or read similar ones? It has been 
uttered by people in responsible places of business leadership, actual or 
potential. And it has not been refuted for the treasonable attitude it 
reflects. Of that stuff appeasers and defeatists are made, not unity and 
courageous action. Where are the General McArthurs and the Colin 


Kellys of Industry and Trade? Certainly not among those who have any 
doubt that the United Nations must and will win a great victory. These 
weak sisters are not fit representatives for the councils of war or peace. 
Any public statement such as the above should be immediately condemned 
for three reasons. 


First: America is going to be victorious; of that there should be no 
question. Thus we have an excellent foundation for planning ahead and 
that very conviction will itself insure the outcome. 

Second: The time to plan or prepare is before, not when the event 
comes. Have we not yet learned how dangerous and costly it is not to 
prepare for war in times of peace? Does anyone think it any the less so 
to prepare for peace in times of war? Since when have the leaders and 
believers in private enterprise and individual initiative—what we call 
the “American system” of business life—waited, like Mr. Micawber, for 
“something to turn up?” Judicious, coordinated study, even by a few 
representatives of major businesses, would not interfere with the main 
job of war supply. But to put it off on the grounds that war is all-con- 
suming of our thought and energy is to say that there is no objective but 
fighting. We dare not risk a Pearl Harbor declaration of Peace. Fortun- 
ately, the real leaders see that, and at least one great concern (General 
Electric) has already commissioned a high executive to study plans for 
transition to a sound post-war economy. 

Third: As to the conditions: those are being made right now, and 
not alone in military maneuvers, but in the daily life of the majority of 
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citizens who, even in total war, are on the Home Front. Post-war plan- 
ning is very definitely under way in government circles; but there the 
emphasis is often on the role of the federal government, on Public Works 
and other political palliatives which would concentrate power in the State. 
Labor, farm and economic groups also are working at the job constantly. 
But business is in the best position to reconcile all interests, as its profit 
depends on prosperous customers. 


F the representatives of private enterprise do not do the job of intell- 
igent planning, and earn the public respect, there are plenty of willing 
architects awaiting the chance. A blue-print is going to be demanded by a 
war-weary world, and the one that has been best prepared and presented 
will be sold as the basis of our economy for perhaps a long time to come. 
The slogan “It is later than you think” applies here too. A start 
might be made by saving the time it takes to make or listen to high-sound- 
ing speeches that wave the flag only with the arm and not the head, and 
using it to discuss the best means of assuring post-war employment, trans- 
ition to peace production, better balanced trade and distribution. We are 
the greatest industrial power in history. We can and will build the great- 
est mechanized military machine in history, and we should be able to 
build the greatest mechanized peace machine yet devised, under the tradi- 
tional Incentive system that has made America so great. 


Drafted Trustees 


ITH the increased coverage of the 

Selective Service Act, the effect 
of drafting a sole or co-trustee will be- 
come more widely important. In the 
case of a drafted sole individual fidu- 
ciary, the question will concern the ap- 
pointment of a successor; where he is a 
co-trustee, the propriety of his delegat- 
ing his authority to the other trustee (s) 
may be involved. These matters and 
others, such as the rendering of ac- 
counts, would seem to require immediate 
legislation. 

In England and the Province of On- 
tario, for example, statutes have been 
enacted, substantially similar in terms, 
authorizing sole and co-trustees (de- 
fined to include executors, administra- 
tors, and administrators c.t.a.) to dele- 
gate, by power of attorney, “to any per- 
son capable of being appointed to be a 
trustee of a trust, the execution of any 
trust of which he is trustee, during any 
period for which such trustee is en- 
gaged on war service ..., and a further 
period of two months thereafter.” 


In New York, it is understood that a 
more formal system of substitution, re- 
quiring application to and approval by 
the surrogate, is being presented to the 
legislature. And a bill on this subject 
has just been introduced in Pennsyl- 
vania. 

Corporate fiduciaries might well take 
an active interest in fostering some type 
of legislation on this subject in their 
respective jurisdictions. Not only is 
clarification needed with respect to the 
co-trustee situation, but an opportunity 
exists for obtaining desirable new busi- 
ness as delegated or successor trustee. 


Trust Department Income 

The operating income of all trust depart- 
ments in New York City increased from 
$23,122,000 in 1939 to $23,302,000 in 1940, 
according to the recently published annual 
report of William R. White, Superintendent 
of Banks for the State of New York. In- 
stitutions outside New York City exper- 
ienced a drop in trust department operating 
income from $1,784,000 in 1939 to $1,730,000 
in 1940. 
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CURRENT EVENTS 


Trusteeship Joins Up 


A. B. A. Mid-Winter Trust Conference 
Dedicated to War Service 


<4 S you prevent waste and needless 

dissipation of estates, you pre- 
serve the assets of our national econ- 
omy. As you protect the lives and fu- 
tures of beneficiaries, you help to assure 
the realization of the true destiny of 
America. War heightens your responsi- 
bilities and your opportunities.” 

These words of Henry W. Koeneke, 
president of the American Bankers As- 
sociation, struck the keynote of the 23rd 
Mid-Winter Trust Conference of the 
Trust Division at The Waldorf-Astoria 
in New York, February 3, 4, and 5. 
More than 925 delegates from 38 States, 
including the District of Columbia and 
Canada, attended the Conference. 

Attuned thus to the needs of the times, 
the remarks of the thirty speakers on 
the program contained hopeful indicia 
of the role which trust institutions will 
play in the war effort and in service 
to their beneficiaries. As Richard Stock- 
ton, president of the Trust Division, 
pointed out, trustmen should proceed on 
the assumptions that the Allied nations 
will be victorious and that the basic 
principles of a democratic capitalism will 
survive. 


Two Duties 


NE of the highlights of the Confer- 

ence was Gilbert Stephenson’s ad- 
dress at the close of the Wednesday 
afternoon session at which the problems 
of smaller trust departments were dis- 
cussed. It was unfortunate that it came 
at a time when the delegates were divid- 
ed, the other group attending the ses- 
sion on problems of larger trust depart- 
ments. 

Mr. Stephenson, never more eloquent 
or forceful, outlined a program for the 
majority of older trust men, who were 
not in line for active military service, 
to follow during the war. “As citizens, 
our duties are plain and well defined. 
As trust men they lie in two fields,” he 
said. 


One of those fields is trust adminis- 
tration. Mr. Stephenson urged that 
trust men fill in the ranks both above 
and below them in their departments, 
and carry on. He warned that a close 
watch must be kept over the youngsters 
brought in to replace experienced per- 
sonnel, the older trust men being respon- 
sible for training them and carefully 
supervising their work. 

The second field is trust promotion. 
The job of the older trust man is going 
to be a difficult one. He must be more 
new business minded and must do more 
active new business solicitation. He 
must be the coordinator of estate plan- 
ning and over-come the public’s do-noth- 
ing attitude regarding their estate plans 
during wartime. 

Elder trust men should be alert to see 
that trust instruments contain properly 
drawn investment and distribution pro- 
visions, workable under war and post- 
war conditions, said Mr. Stephenson. 
Not knowing what these conditions would 
be, he suggested that investment and 
distribution provisions be flexible. 

A question which will be asked of trust 
men when the war is over, said Mr. 
Stephenson, is: ‘“ ‘Where were you when 
the fight was on?’ People are going to 
demand to see the trust man’s record. 
If he can point to it and say he did a 
job, all well and good. If he can’t, he’s 
through.” 


Sidelights on Question-Box Period 


HE popular question-box period at 

the closing session was admirably 
handled by Frederick A. Carroll, vice 
president and trust officer, The National 
Shawmut Bank of Boston. Dealing out 
the questions with wit and finesse, Mr. 
Carroll imparted a feeling of easy in- 
formality, which was caught up by the 
six-man panel and audience alike. Sum- 
maries of the answers are published in 
various sections of this issue into which 
the subject matter fell. 
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During the period, several questions 
were asked of men outside the panel. 
L. H. Roseberry, vice president and 
manager of the trust department of Se- 
curity-First National Bank of Los An- 
geles, advocated the annuity-type trust 
to meet the life tenant’s problem of 
current low yield. The major portion 
of his institution’s new business is com- 
ing in in one form or another of the 
five types of annuity trusts,* the most 
popular being the annuity-minimum in- 
come form. 

Asked to enumerate the special types 
of service which trust institutions and 
men could perform in view of the war- 
time needs of the country, Arthur F. 
Young, vice president and trust officer 
of The National City Bank of Cleve- 
land, offered five suggestions: 


1. Managing agency accounts for mili- 
tary men, including payment of rent, 
insurance premiums and other ser- 
vices not ordinarily rendered 

. Full cooperation in furnishing reports 
on form TFR-300, regarding alien 
property 

. Taking title (in corporate department) 
to property in connection with defense 
loans; escrow 

. Sale and servicing of defense bonds 

. Increased effort on the part of older 
trust men to take up the slack caused 
by the draft. 


Roy H. Booth, assistant vice president 
of The National Shawmut Bank of Bos- 
ton, stated that it is desirable to seek 
business insurance trust business be- 
cause it opens avenues for additional 
business, it provides cash to meet taxes, 
and the fees are acceptable. 


On the delicate question of what to 
do when beneficiaries insist that the 
trust company retain an attorney other 
than the decedent’s lawyer, contrary 
to the principles adopted by the Bar 
and the corporate fiduciaries, Robert 
M. Alton suggested that the proposed 
attorney be asked whether he thought 
it ethical for him to act in view of the 
statement of principles. If he refuses 
to decline, the matter should be referred 
to the joint committee charged with set- 
tling conflicts. Mr. Alton is vice presi- 
dent and trust officer of the United 
States National Bank of Portland, Ore. 
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Regarding the nature and scope of 
the record of action which should be 
kept by the trust investment committee, 
Louis 8. Headley, vice president of the 
Trust Division and vice president of 
the First Trust Company of St. Paul 
State Bank, recommended that all that 
is necessary is to show compliance with 
the requirements of due care. The 
court, he said, is interested only in 
whether the committee had adequate in- 
formation, weighed it with care and 
came to some conclusion. The reasons 
for reaching that conclusion should be 
omitted. 


Best Common Trust Fund Law 


HE Wednesday afternoon session 

for larger trust departments was 
devoted principally to a symposium on 
common trust funds under the leader- 
ship of George C. Barclay, assistant vice 
president, City Bank Farmers Trust 
Company, New York City. Mr. Barclay 
pointed out that fifteen (including one 
by decision) states had authorized the 
establishment of such funds, five having 
joined the ranks in 1941. In his opin- 
ion, Michigan’s law is the best. 


Howard C. Lawrence, executive vice 
president, The Michigan Trust Com- 
pany, Grand Rapids, called on to give 
the highlights of this law, stated that a 
middle of the road course between a 
broad enabling act and a detailed and 
restrictive statute had been adopted. 
Regulation F is heavily relied upon, and 
the State Banking Department is given 
authority to promulgate rules govern- 
ing the operation of common trust 
funds. 


In response to a question from the 
audience, Mr. Barclay stated that effort 
is being made to obtain a reversal of 
the ruling requiring a stamp tax on par- 
ticipations in the fund. If neither a 
reversal nor remedial legislation is pos- 
sible, the cost would probably be 
chargeable to the participations. 

* *% * 

Excerpts or summaries of the mate- 
rial presented at the Conference will 
be found throughout this issue, segre- 
gated according to subject into our var- 
ious sections. 
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Suggestions for Official Pamphlet 


The advisability of a trust department’s 
formulating and disseminating its general 
policies is stressed in a report of the Com- 
mittee on Trust Policies of the Trust Di- 
vision, A.B.A., published in the January 
issue of The Trust Bulletin. The report 
points out that certain policies—such as 
with respect to serving with co-fiduciaries, 
carrying on businesses, compensation—are 
matters of public concern. 

Suggestions for the preparation and use 
of an “Official Pamphlet” are offered in the 
same issue by Gilbert T. Stephenson. Care- 
ful study of his article is recommended. For 
an earlier discussion of the same matter, see 
Mr. Stephenson’s article in the September, 
1938, issue of Trust Companies (Trusts and 
Estates) at page 291. 


The Trust Division was 
host to Walter P. Arm- 
strong, president of the 
American Bar Association, 
at the luncheon pictured 
here on the opening day of 
the Mid-Winter Trust Con- 
ference. Prominent mem- 
bers of the Trust Division 
and bar who attended 
were, from left to right: 

John G. Jackson, mem- 
ber of the bar, New York. 

Robertson Griswold, for- 
mer Trust Division presi- 
dent and_ vice-president, 

Maryland Trust Co., Bal- 
timore. 

D. J. Needham, general counsel, A. B. A. 

A. L. M. Wiggins, A. B. A. second vice- 
president and president of the Bank of 
Hartsville, S. C. 

Raymond H. Trott, chairman, Committee 
on Relations with the Bar of the Trust Divi- 
sion and vice president, Rhode Island Hos- 
pital Trust Co., Providence. 

Edwin M. Otterbourg, chairman, Com- 
mittee on Unauthorized Practice of Law 
of American Bar Association, N. Y. City. 

Merrel P. Calloway, former Trust Divi- 
sion president, and chairman of trust in- 
~~ committee, Guaranty Trust Co., 

7* # 

Mr. Armstrong. 

Richard G. Stockton, president of Trust 
Division and vice president and senior trust 
officer, Wachovia Bank & Trust Co., Win- 
ston-Salem. 
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Heads Trust Companies Assn. of N. Y. 


In conjunction with the A.B.A. Mid-Win- 
ter Trust Conference held recently in New 
York, the Trust Companies Association 
of New York held its annual meeting and 
elected the following officers for the coming 
year: 


President, John A. Burns, vice pres- 
ident, Chase National Bank; vice presidents, 
John W. Remington, vice president, Lincoln 
Alliance Bank and Trust Company, Roches- 
ter, and Foster W. Doty, vice president, 
Commercial National Bank and Trust Com- 
pany of New York; treasurer, T. E. God- 
ridge, trust officer, Bankers Trust Com- 
pany, New York; secretary, W. Barton 
Cummings, personal trust officer, Chemical 
Bank and Trust Company, New York. 


Courtesy National City Bank of N. Y. 


Henry W. Koeneke, president, A. B. A. 
and president of Security Bank of Ponca 
City, Okla. 

Merle E. Selecman, secretary Trust Divi- 
sion. 

Carl Zeiss, vice-president and general at- 
torney, Northern Trust Co., Chicago. 

Louis S. Headley, vice president of Trust 
Division and vice-president, First Trust Co., 
St. Paul State Bank, Minn. 

Henry A. Theis, chairman, executive com- 
mittee of the Trust Division and vice presi- 
dent, Guaranty Trust Co., N. Y. 

Robert M. Alton, vice president and trust 
officer, United States National Bank, Port- 
land, Ore. 

Thomas W. Vinton, vice president and 
trust officer, Union Planters National Bank 
& Trust Co., Memphis. 
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Trust Service Under War Conditions 


RICHARD G. STOCKTON 
Vice President, Wachovia Bank & Trust Co., Winston-Salem, N. C. 


ANY of our institutions have al- 

ready been affected by loss of per- 
sonnel to the armed forces or to war 
industries. This problem will become 
greater as our military and industrial 
efforts increase. Priorities are likewise 
affecting office equipment necessary to 
our business. Air raid and war risk 
property insurance are an immediate 
problem, especially to those of us with 
trusteed real property or investments 
on the two seaboards. 


During the last war all money re- 
ported as belonging to enemy aliens was 
required to be deposited in the United 
States Treasury but it was the policy 
of the government to leave the custody 
of other alien property with responsible 
banks and trust companies. Facilities 
for similar use during this war have 
been placed at the disposal of govern- 
ment authorities by representatives of 
the Association. 


It is further apparent that our trust 
institutions have an opportunity to ren- 
der a real service to our country in the 
sound management and conservation of 
the properties of so many of our citizens 
who are and will be devoting all of their 
time and attention to the war effort. 
The realization on their part that their 
financial affairs are being given wise 
and efficient attention will afford them 
relief of mind, making it possible for 
them to render better service to their 
country. 


Financial Perspective 


What changes, if any, in our general 
investment policy should be considered 
because of war conditions? As one 
trust investment man stated: “To retain 
a sense of perspective under present 
conditions we must make two assump- 


From address at Mid-Winter Trust Conference, 
Feb. 3rd, as President of the Trust Division, 
a Th -&. 


tions: First, that the United States and 
her allies will win this war; and, sec- 
ond, that after it is over, our world so- 
ciety though greatly changed will re- 
tain the essentials of its democratic and 
capitalistic systems. Trustees should 
remain firm in their determination to 
place the financial welfare of their 
beneficiaries in the hands of companies 
which maintain the highest efficiency in 
management. Able management will 
meet the exigencies of wartime condi- 
tions. 

As trustees we know that thousands ~ 
of beneficiaries of trust funds—women, ~ 
children and aged people all dependent 
upon income—are willing to pay high- 
er taxes and reduce their standard of 
living to help pay for this war. At the 
same time they have a right to expect 
government—local, state and federal— 
to dispense with its peace time luxur- 
ies. Shall we not now exert every in- 
fluence to turn local pressure toward the 
elimination of non-defense expendi- 
tures? The machinery has been set up 
(nationally) in what is known as the 
“Byrd Committee.” In some states or- 
ganized groups such as state taxpayers 
associations have set a fine example by 
pledging themselves in this emergency 
to serve the interests of our country by 
not asking of any public official any ex- 
penditure which can be deferred or 
which is not essential to our present 
war effort. I urge each of you to help 
build such a sentiment in your own com- 
munity. 

Aside from the present necessity of 
the economy involved, an important rea- 
son for such a program is briefly stated 
in the Chicago 1941 report of the Eco- 
nomic Policy Commission to the Execu- 
tive Council of the A. B. A.: “The best 
way to avoid a post-war depression is 
to restrain consumer and non-defense 
spending now—and so save up buying 
power for the post-war period.” 
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Internal Problems 


The declaration in the Trust Divi- 
sion’s Statement of Principles, against 
price discrimination is of vital impor- 
tance to the trust business. It certain- 
ly is not fair to make one customer of 
a trust company pay more for a given 
service than another customer. A fixed 


policy of refusing to accept business for 
less than the reasonable compensation 
in your regular schedule will materially 


increase your income. Without profit- 
able and efficient trust institutions the 
interest of the public is bound to suffer. 
Present war and future post-war com- 
plications and attacks from all sides on 
private ownership of property stresses 
as never before the necessity of efficien- 
cy in operation. 


The trend in spending and deficit 
financing, centralization of power, *** 
and the vast upward spiral of taxation 
into more and more confiscatory levels, 
have raised grave misgivings as to 
whether the role of the fiduciary is not 
constantly being usurped by a super- 
state moving steadily in the direction 
of the ownership of all productive 
wealth. 


A people nurtured in a century and a 
half of political and economic liberty 
are certain to tire of the inefficiencies 
and restrictions which bureaucracy im- 
poses. One of the sure defenses of the 
system of private property will be the 
excellence with which the custodians 
discharge their stewardship. This is 
our challenge today. - 
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100% Payroll Plans for 
War Bonds— 
Are They Wise? 


A growing number of business organiza- 
tions report their employees to be 100% en- 
rolled in the voluntary salary deduction plan 
for the purchase of defense bonds and 
stamps. Let us examine the implications of 
the general public’s attitude toward payroll 
deduction plans for the purchase of defense 
bonds and stamps. Dr. George Gallup, 
Director of the American Institute of Pub- 
lic Opinion, just conducted a survey of 
American wage earners on this question. 
A cross section poll, conducted among full- 
time employed persons in all major occu- 
pations throughout the country, reveals 
that when a 2% wage deduction was pro- 
posed by Dr. Gallup, 69% were in favor of 
it. Perhaps we should question the pro- 
priety of 100% enrollments, whether “vol- 
untary” or involuntary. 


Even without the support of Dr. Gallup’s 
figures, it would be reasonable to assume 
that in every business organization there 
are some wage earners who cannot afford 
to deduct any part of their salaries, and 
need every penny for the out of pocket 
expenditures of running a home and sup- 
porting a family, especially with advancing 
food and other prices. We know of several 
cases where employees were not actually 
forced to contribute but were frightened and 
embarrassed into doing so “to keep the 
record 100%.” A portion of personnel can’t 
afford a contribution, no matter how small. 

On the other hand many can afford to 
contribute to a far greater extent than the 
prescribed minimum set up by their organ- 
ization. Would it not be better for us to 
concentrate our efforts on them and base 
our appeal on capacity? After all, when 
we set up a minimum, a person feels, re- 
gardless of his capacity, that he has done 
his share if he meets that minimum. How- 
ever, if the appeal were based on capacity 
to contribute a person who could afford it 
would be inclined to contribute more and 
also cut down purchases which in turn 
would ease the inflationary pressure. 


The record of bonds redeemed by employ- 
ees shortly after their receipt indicates 
that unless the sacrifice idea is sold along 
with the bonds, the public will continue to 
turn them in, thus nullifying the efforts 
of government and management to promote 
the defense program. 





CURRENT EVENTS 


Imagination — Parent of Victory 


FRANKLIN B. KIRKBRIDE 


DEAS are the mak- 

ing or undoing of 
nations, as of individ- 
uals and businesses. 


Till Cyrus McCor- 
mick invented the reap- 
er, the world was on 
the verge of starvation, 
for the crude imple- 
ments of agriculture 

, sufficed only to enable 
production to keep up with a bare min- 
imum of consumption and crop failure 
spelled famine. The history of inven- 
tion is a continuing record of new ideas, 
the brain children of individuals with 
imagination unfettered by the inhibi- 
tions which keep so many on the beaten 
track, which make the road of the pion- 
eer a hard and rough one. What ingen- 
uity, what courage, what persistence is 
the necessary equipment of him who 
would fly in the face of tradition, who 
would scrap existing procedures in order 
to develop new concepts which, for better 
or worse, may alter profoundly the course 
of history, the destiny of mankind. 


Years ago, I was asked to find out if 
Dr. William H. Nichols, President of the 
General Chemical Company, would be 


interested in buying a competitor. I put 
the question to him. His answer was to 
send for the general ledger of his com- 
pany and have his bookkeeper open the 
volume at the page on which was re- 
corded the value of his plant, which pro- 
duced the same product as that of the 
competitor. The cost had been written 
down to one dollar! He asked me what 
the book value of the other plant was. 
I told him it was carried at a seven 
figure total. With a smile, he said, “I 
don’t think there’s much to be feared 
from competition there,” and went on to 
tell how the development of new ideas 
forces conservatism in accounting that 
few realize as necessary. He gave as an 
example a new plant he had once built, 


costing over a million dollars, which had 
been scrapped before a wheel had turned, 
because another and better process had 
been developed meanwhile which made 
the plant obsolete before it had been com- 
pleted. The marvels of chemistry are the 
wonder of the world. As William James 
wrote: 


When a superior intellect and a psy- 
chopathic temperament coalesce in the 
same individual, we have the best pos- 
sible condition for effective genius. Such 
men do not remain mere critics and un- 
derstanders with their intellect. Their 
ideas possess them, they inflict them, for 
better or for worse, upon their compan- 
ions or their age. 


Words—and Deeds 


OOK at leadership in the present 

world conflict. Was William James 
forecasting the sinister qualities of a 
Hitler, which first made Germany strong 
and now, based on an ideology of force, 
leads her from victory to victory, from 
victory to defeat, from defeat maybe to 
ultimate destruction? 


What of voices crying in the wilder- 
ness, unheeded warnings of intellects 
seeing clearly, before the popular mind 
could comprehend the significance of 
shadows that coming events cast before 
them. So Winston Churchill came to 
power, but not until his repeated warn- 
ings had proved impotent in staying the 
conflagration that has engulfed the 
world. 


Now these United States are again at- 
tuned to war. Have we recognized yet 
the full extent of our involvement, the 
terrific implications of a war economy? 
The arsenal of democracy was a high- 
sounding phrase that did catch the im- 
agination but failed to imply sacrifice, 
which a successful struggle calls for. 

I was once on the deck of a crowded 
ferryboat returning from Staten Island 
to Manhattan. Suddenly the boat 
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lurched, trembled, seemed as if it was 
going to capsize. We were being 
rammed amidships by a freighter. We 
had been to a launching and there was a 
high official aboard our craft, the host 
of a crowd of invited guests. He had 
presided with grace and charm at an in- 
teresting function. In face of sudden 
danger, he wrung his hands and wept, 
while an elderly man, who had been an 
itinerant missionary in his youth, took 
instant command, restored order, led in 
helping a big boat load of helpless people 
climb on the deck of the freighter, her 
nose still deep in a gaping rent in our 
side. 


Blois, France and U. S. 


RAINING is absolutely essential if 

effective accomplishment is the goal. 
Experience, too, is essential. But if that 
spark of genius, imagination, is lacking, 
the crucial moment may pass, the quick, 
intuitive expression of coordinated think- 
ing translated instantly into effective ac- 
tion or command may have lost the op- 
portunity that does not return. 
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“Potbellied complacency” and overcon- 
fident assurance have no place in a war 
economy. Red tape and hidebound bur- 
eaucracy meet their match when the 
fight thickens. Weakness and inadequ- 
acy that may pass muster during placid 
periods of peace are rent apart, crack 
and fail under the strain of enemy at- 
tack. The saddest place in all France 
during the first World War was Blois, 
where General Pershing had set up a 
retreat to which the incompetent, the 
coward, the misfit and unfit were herded 
out of sight, back from the front. 

Youth, aggressive and fearless, the 
power to lead, to coordinate, to accom- 
plish the impossible, the imagination that 
results from creative knowledge, must 
determine the outcome of the greatest 
struggle in the world’s history. Imagin- 
ation is not a matter of chronological 
years. It bursts forth in the most un- 
expected ways and places, it rides rough- 
shod over law and precedent. It blazes 
new paths, strikes brilliantly and effec- 
tively. It never acknowledges defeat. 

This war will be won by the democra- 
cies, but not until the hypocrites, the 
gangsters and the dullards among us are 
relegated to places their ill-service de- 
serves, while the American spirit reas- 
serts the invincible power of imagination 
backed by knowledge, founded on social 
liberty and selflessness in times of crisis. 


Government Plants 


The Defense Plant Corporation had con- 
tracted, by the end of 1941, for over $2,500,- 
000,000 worth of new facilities for war pro- 
duction. I feel that another billion and 
a half or two billions will see us through. 
The more factories we can convert from 
civilian production the fewer new ones the 
government will have to build. I would 
rather see us convert the old ones. It not 
only is speedier but it will be better for 
industry when the war is over. *** 

What will become of the new plants and 
what will the effect be on our economy sys- 
tem of all this excess capacity in peace- 
time? Our economic system will survive 
it: I, at least, am unwilling to contemplate 
anything else. Perhaps after the war the 
old plants will be scrapped and the new 
ones will replace them. 


JESSE JONES, Federal Loan Administrator in 
New York Times of Jan. 2nd. 








Trust Customer Relations 


Summary of Panel Discussion at Trust Conference 


« USTOMER Relations for Trust 

Institutions” was the title of a 
panel discussion conducted by William 
Powers, director of customer relations 
for the American Bankers Association, 
at the Mid-Winter Trust Conference on 
February 3. The participants were: 
Towner Phelan, vice president, St. Louis 
Union Trust Company; Ralph M. East- 
man, vice president, State Street Trust 
Company, Boston; Harve H. Page, second 
vice president, Northern Trust Company, 
Chicago; and Craig R. Smith, assistant 
vice president, Central Hanover Bank 
and Trust Company, New York. 


The following is a summary of the major 
questions and answers: 

Q.—What effects will the war, with its 
resulting political and economic instabil- 
ity, have on trust business? 

Phelan—High taxes resulting in a break- 
down of large fortunes would be one effect, 
which would make it necessary for trust 
companies to look to the lower brackets of 
wealth for their potential trust business. 
Another effect would be increased business 
of trust departments resulting from the 
investment instability which accompanies 
war. On the other hand, war has always 
weakened the savings incentive. That 
ought materially to affect the amount and 
types of new business written. 

Q. How does the reaction of the public 
to the present economic instability affect 
the technique of customer relations? 

Phelan—In our advertising and solicita- 
‘tion we should take notice that there are 
great investment risks and point them out. 


We should play up the organized manage- 
ment advantage of trust departments. 


A Definition 


Q.—What is customer relations? 

Smith—Customer relations is doing a 
good job and getting credit for it. 

Q.—How are good customer 
created? 

Page—tTrust officers and administrative 
men by their actions in dealing with pros- 
pects and beneficiaries create customer re- 
lations. 

Q.—What is the relationship between cus- 
tomer and public relations? 

Phelan—Customer relations is a part of 
public relations. Public relations consists 
of factors which influence the public’s atti- 
tude toward trust business generally and 
your institution particularly. Customer re- 
lations is of a narrower scope. 

Q.—How important is the role of person- 
nel in a customer relations program? 

Smith—The foundations for a good cus- 
tomer relations program must be laid in 
your own institution. Those who work for 
a company are the company. They should 
be well informed so that when they meet 
outsiders they will create the right im- 
pression. The importance of employee edu- 
cation has been brought to a head by the 
pressing personnel problems created by the 
war. 

Q.—Do you think employee relations is 
the first and most important part of our 
program? 

Eastman—Definitely. Training in person- 
nel relations is important. We should keep 
our employees happy by supplying them 
with good working conditions. That will 
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eventually reflect in good customer rela- 


tions. 
How to Say “No” 


Q.—What are some customer relations 
problems which drive customers away? 

Page—If a person is not an entirely 
satisfactory prospect from your _ bank’s 
point of view, don’t let him think you’re 
too busy to handle his affairs. When you 
get an account don’t let your customer feel 
that his account is just one cog in a large 
machine. Special care should be devoted 
to our letters and telephone conversations 
since they are irrevocable indicators of our 
attitude. Courtesy always pays dividends 
in customer relations, particularly when 
losing an account. 

Q.—How can we say “no” to undesirable 
business? 

Page—Give courteous and interested at- 
tention to the prospect’s problems. Explain 
that the reasons for declining the business 
are in the best interests of the customer. 
Try to find another solution for his problem. 
If the customer is not to feel badly he must 
feel that his case has been given serious 
consideration by someone in a senior posi- 
tion. If he is offered a solution to his 
problem he has been rendered a service for 
which he is grateful. 


Retention and Development 


Q.—What is the close relationship be- 
tween business development and customer 
relations? 

Phelan—The retention and development 
of trust business are contingent upon cus- 
tomer relations. A good rule to follow is: 
“try to view every problem from the cus- 
tomer’s standpoint.” Don’t necessarily agree 
with him but try to understand the way 
he thinks. 

Smith—Elmo Roper in his recent survey 
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for the Trust Division revealed that 80 out 
of every 100 in the upper income group 
don’t use trust service. They are customers 
in our banking department. They offer the 
best opportunity for customer relations ef- 
forts. The way to explain trust service 
to them is through daily contacts of cus- 
tomers and employees. 

Q.—What are the possibilities of ob- 
taining additional business? 

Phelan—If you have a person’s manage- 
ment account, you might get his will bus- 
iness, or, if he is an executive of a business 
corporation, some corporate business. 

Eastman—We should constantly consider 
lawyers, life underwriters, and investment 
counsel] in our new business and customer re- 
lations efforts, and co-operate with and join 
our local life insurance and trust councils. 
We should never play favorites and, above 
all, avoid misunderstandings. 


Customer Relations and Profits 


Q.—What will the effect of our customer 
relations program be on trust department 
profits? 

Phelan—It will result in greater volume, 
therefore greater profits. Satisfied custo- 
mers take less time and consequently cost 
less than dissatisfied ones. Controversies 
resulting in surcharges come from dissatis- 
fied, not satisfied customers. 

Q.—How can we see to it that customers 
and employees carry the right message to 
outsiders? 

Smith—1) Familiarize officers and staff 
with the benefits of trust service. Don’t 
take for granted that they know them. 

2) Group meetings should be held at 
which the president brings to the staff a 
better understanding of trust problems and 
policies and how best to conduct a bene- 
ficial customer relations program. 

Phelan—For two years a committee of 
the trust division has been preparing two 
manuals on customer relations, which are 
now nearly completed. One explains trust 
service to personnel; the other, designed for 
management, outlines institutional policy. 


——__9 
Cullin Addresses New York F. A. A. 


“Now is the time to advertise, now is the 
time to solicit, now is the time to sell,” 
Victor Cullin, president of the Financial 
Advertisers Association and _ assistant 
secretary of the Mississippi Valley Trust 
Company of St. Louis, told the New York 
Financial Advertisers recently. 
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New Business Program for Small Trust Departments 


Three Basic Questions to be Answered 


ERWIN S. ANDERSON 
Trust Officer, Merchants National Bank, Bangor, Maine 


N preparation for this discussion I 

wrote to seven trust men in depart- 
ments having total assets from about 
$2,000,000 to over $12,000,000 and asked 
them to state what they regarded as the 
outstanding new business problems fac- 
ing their departments today. The replies 
readily grouped themselves around three 
basic questions. First,—How much more 
business than our trust department is 
getting now is there available? Second, 
—How much should the trust depart- 
ment spend to obtain new business? 
Third,—What methods should be used to 
obtain new business? 


The answer to the first is to be found 
in a survey of the field for trust services 
in the area in which the trust department 
is located. The survey is a combination 
of fact gathering and the common sense 
of the trust officer. 


The fact gathering consists of assem- 
bling certain data available from pub- 
lic records and other sources on the de- 
mand and supply factors affecting trust 
business. Among the demand factors are 
such things as: the number and amount 
of estates passing yearly in the area; 
the number of potential trust custom- 
ers among the bank’s own customers, 
officers and directors; the number and 
amount of private and insurance trusts 
handled in the area, and the number and 
the size of the local corporations and 
charitable institutions which might use 
corporate or agency services. The sup- 
ply factors center around the amount 
and quality of trust service available. 

The common sense part of the survey 
consists of the trust officer’s interpreta- 
tion of the assembled data. He will 
have to determine such things as the 
trend of trust business in his area and 
how it will be affected by factors like 
the redistribution of wealth and the war. 


From address before Mid-Winter Trust Confer- 
ence, A. B. A., Feb. 4, 1942. 


He will have to decide also whether the 
potential business available is of the 
kind suitable for corporate administra- 
tion, and how much of the desirable bus- 
iness the trust departments serving the 
area might reasonably expect to get. 


In view of the lack of reliable guides, 
opportunity exists for considerable co- 
operative effort among the trust depart- 
ments in an area in gathering and in- 
terpreting the data on potential trust 
business. Through cooperation the in- 
formation, particularly that on private 
and insurance trusts, is likely to be more 
complete and the conclusions are likely 
to be more accurate. 


Five Factors 


The second question is the keystone 
of all new business problems. To get an 
answer the trust officer must consider 
at least five factors; first: what kinds 
and amounts of new business are avail- 
able and what kinds he will attempt to 
obtain; second: what are the most effec- 
tive methods of obtaining new business 
and what period of time is required to 
obtain the most satisfactory results from 
them (the information necessary for this 
decision can be obtained from the ex- 
perience of his own department, that of 
other trust departments and from ad- 
vertising agencies which specialize in 
trust work) ; third: the cost of the var- 
ious methods (sources are advertising 
agencies, publishers and other trust de- 
partments); fourth: how many of the 
wills and insurance agreements which 
name his bank can be expected actually 
to ripen into estates and trusts; fifth: 
how well the trust department can afford 
a satisfactory new business program. 

If the cost of the new business pro- 
gram can be paid for out of the net 
earnings for the whole period and leave 
a reasonable return for the stockholders, 
the department obviously can afford the 
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program. If, on the other hand, the net 
earnings are too meager then the trust 
officer must determine whether the out- 
look for new business is such that going 
after it is warranted, even though this 
may require a subsidy from the bank’s 
other departments. 


What Methods to Be Used 


The three departments in our area 
vary in size from about $2,000,000 to 
$9,000,000. Two have current new bus- 
iness programs for which they spend 
approximately $800 and $1500 per year. 
Both have recognized that, to be of value, 
new business efforts must use well-writ- 
ten, proven copy, and so both have con- 
tracted with professional trust adver- 
tising consultants to supply the mater- 
ial and supervise the efforts. 

The backbone of each program is con- 
tacting by direct mail a selected list of 
the bank’s own customers, directors and 
stockholders. The reason why direct 
mail is used is that the programs can be 
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controlled better both as to expense and 
as to potential customers. 

As the second step, each trust depart- 
ment is following up the mail contacts 
by personal solicitation by the trust offi- 
cer with the occasional help of the other 
bank officers. There are no estate an- 
alysts or other solicitors employed by 
either bank. Even the use of this title 
is out of place in the smaller trust de- 
partments. 

There is a third step which profitably 
could be added to the programs now 
being used. This is newspaper advertis- 
ing of an educational nature on a cooper- 
ative basis, with all the trust depart- 
ments in the area participating. The 
savings in expense would seem to warr- 
ant the effort necessary. 


Jo the Frust Officer 


In the same old place, from morning to 
night, 

He sits at his desk working hard all 
right. 

Buying and selling for the trust ac- 
counts, 

Watching and waiting, giving and tak- 
ing, 

Selling in time when the market is 
breaking. 

Consulting committees, renting apart- 
ments, 

Living in peace with the other depart- 
ments. 

Doing the bidding of hundreds of wills 

Listening with patience to thousands of 
ills. 

Working and worrying, but not for him- 
self 

Until he is finally put on the shelf. 


* 


The above poetical effort graced the in- 
side cover of the breakfast menu prepared 
by Kennedy Sinclair, Inc., of New York, 
trust development specialists, for the occa- 
sion of their twelfth anniversary breakfast, 
held in conjunction with the Mid-Winter 
Trust Conference in New York on Feb. 4. 
Senator Ford, well known star of the radio 
program, “Can You Top This?” was the 
guest speaker at the breakfast, which was 
attended by more than seventy persons. 
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Modern Design in Annual Reports 


N our annual perusal of the year end 

reports to stockholders of more than 
one hundred of the leading trust insti- 
tutions in the country we are always a 
bit annoyed by the amazing lack of in- 
formation concerning trust activities. 

Evidently banks still fail to realize 
the importance of a complete and de- 
tailed story of operations from a public 
and customer relations point of view 
and insist on filling their annual reports 
with empty phrases and glowing gen- 
eralities. Some banks venture a little 
farther and report ou the progress made 
in trust department earnings and new 
business. But few, if any, have gone 
as far as the Fidelity-Philadelphia 
Trust Company, which has adopted the 
technique of industrial organizations in 
presenting detailed facts of various 
phases of their trust operations. Trust 
companies might do well to emulate this 
practice in their annual reports. It 
will pay untold dividends in new busi- 
ness and better public relations. 

Excerpts from the Fidelity-Philadel- 
phia’s report on its trust department 
(which, incidentally, is the first one 
mentioned) follow: 


The Personal Trust Department showed 
gross earnings in 1941 of $1,797,824.59, a 
figure substantially in excess of that at- 
tained in recent years. While the trend in 
gross earnings is encouraging, the cost of 
maintaining the present facilities of the 
department is increasing. Fortunately our 
customers have recognized the necessity of 
proper compensation for the unusual serv- 
ices required today, and we believe, there- 
fore, that future earnings of the Trust De- 
partment may more adequately reflect the 
value of services rendered by it. The per- 
sonnel of the Trust Department and of the 
New Business Unit have cooperated in the 
development of a very satisfactory volume 
of new business during the year. 

Operating expenses of the department are 
carefully controlled, and a constant effort 
is being made to keep them at a minimum. 
By means of a newly developed cost ac- 
counting system, comparisons of cost are 
available for study as a means of further 
reducing expenses. During the year a num- 


ber of changes have been made in the or- 
ganization set-up and in the accounting 
system. These adjustments will, we believe, 
not only reduce expenses but will also en- 
able us to render better service to our cus- 
tomers. 


Through the medium of our Custodian 
Service, investors are relieved of the many 
duties involved in the physical care of their 
securities. This service is proving in- 
creasingly popular at the present time with 
those who are joining the armed forces and 
others who are assuming additional re- 
sponsibilities in connection wth the defense 
effort. 


*** We have expanded our Investment 
Department during the past year in an 
effort to provide the type of investment 
supervision made necessary by present con- 
ditions. Many general and _ specialized 
sources of information are available to this 
Department; these are often supplemented 
by inspection of plants and interviews with 
the chief executives of companies. Such 
direct contacts are especially valuable in 
assisting us to appraise intangible factors, 
such as managerial ability, labor relations, 
and industry trends, as well as the prob- 
able effects on earnings of increased taxes 
and priorities. 

The quarters occupied by this Depart- 
ment have been remodeled and refurnished 
during the past year. These improvements 
add to the privacy of customers and enable 
the staff to work more efficiently. 


Investment Supervisory Service is de- 
signed to meet the requirements of investors 
seeking continuous supervision of their 
holdings as well as freedom from the num- 
erous details involved in the physical care 
of securities. Comprehensive analyses of 
accounts are submitted at regular intervals. 
In the preparation of these reports, con- 
sideration is given to the customer’s particu- 
lar investment objectives, and questions in- 
volved in the creation of a well balanced in- 
vestment portfolio. A separate unit, head- 
ed by one of our investment officers, devotes 
its time exclusively to these accounts. The 
number of new accounts that have been 
opened in this Department indicates that 
there is a real need of service of this type 
among conservative investors. 


The Discretionary Common Trust Fund, 
established in August of 1940, is intended 





More Trust Business 


A survey of 10,000 
estates indicates a sub- 
stantial saving in dollars 
and cents for estates ad- 
ministered by corporate 
fiduciaries. For this reason 
alone, your trust prospects 
need your trust services. 
Our market-tested meth- 
ods will help you to secure 
new trust business. 


) 


/ 


How? We shall be glad 
to show you. 


wiuuuun™ 


a ttt, 


} 


Kennedy Sinclaire, Inc. 


New Trust Business for Banks 
140 CEDAR STREET, NEW YORK, N. Y. 


primarily for the collective investment of 
funds of small trust accounts, the partici- 
pation of any trust being limited by law to 
a maximum of $25,000. It offers such ac- 
counts a number of advantages, the most 
important being a broad diversification of 
security holdings. This Fund has contin- 
ued to grow during the past year. As of 
December 31, 1941, the market value of 
the Fund’s assets amounted to $7,464,390, 
represented by 778,769 units held by 713 
participating trust accounts. Today’s rap- 
idly changing political and economic con- 
ditions emphasize the need for a proper di- 
versification of security holdings. By pro- 
viding such diversification for small and 
moderate sized trust accounts, the Common 
Fund is performing a most useful purpose. 

The Real Estate Department, a division 
of the Trust Department, sold 1,022 proper- 
ties belonging to trust estates (in 1940— 
610 properties) for a total consideration of 
$8,630,463.50 (in 1940—$4,373,211.28). Dur- 
ing the same period $5,253,168.24 was col- 
lected in full payment or in partial reduc- 
tion of mortgage investments held in trust 
estates (in 1940—$3,852,456.97). Proper- 
ties managed for trust estates were ap- 
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proximately 95 per cent rented as of 
December 31, 1941. 


The Corporate Trust Department con- 
tinues to receive a satisfactory share of 
new corporate appointments placed in this 
area. The scope of duties and the re- 
sponsibility of trustees are enlarged under 
certain indentures which must now be qual- 
ified under the Trust Indenture Act of 
1939. To meet this condition the schedule 
of fees for services has had to be substan- 
tially increased. 


ee 


Adopt Functional Titles for 
Trust Department Officers 


Apparently in compliance with the sug- 
gestion of the Trust Division of the Amer- 
ican Bankers Association,* the Chase Na- 
tional Bank of New York has made a num- 
ber of title changes among officers in the 
trust department. The new titles, which 
are mainly functional in character, and 
the officers upon whom they were conferred 
are as follows 


Personal Trust Officers: H. Raymond 
Aguais, Myles M. Bourke, Robert L. Cudd, 
Bernard E. Farr, Esmond B. Gardner, 
Christopher J. Kelly, Edward C. Kerr, Les- 
ter A. Kraushaar, and Charles A. Man- 
ning. 

Custody Officers: William F. Cassin, 
Oliver B. Hill, Edward G. Krieger, Lester 
E. States, and William Wood. 


Real Estate Trust Officers: John Dieck- 
man, William J. McNicol, James E: Scully, 
and Paul H. Selchow. 


Corporate Trust Officers: Paul C. Beard- 
slee, Robert M. Dunwoody, Henry R. Har- 
rison, Douglas P. Stewart, Horace Tomlin- 
son, and William F. Wilson. 

Assistant Cashiers: Caspar A. Blass, 
William R. Bottenus, John I. Brooks, Jr., 
Frederick T. Burrows, Andrew B. Croll, 
Harry J. Fitzell, J. Frank Honold, William 
E. Horton, Wesley Y. Huntley, Robert M. 
Kaiser, Russell S. Racey, George J. Runge, 
Oswald D. Settle, Edwin J. Smith, Joseph 
R. Thompson, George T. Wraight, and 
Eugene C. Wyatt. 

The Oak Park (Ill.) Trust and Savings 
Bank has eliminated the term “assistant” 
from the title assistant trust officer, Clar- 
ence R. Preiss and Gladys W. Finkle being 
now designated as trust officers. 


*See Trusts and Estates, Aug. 1941, p. 186. 
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Trust New Business Column 


COME DOWN TO STREET LEVEL 


HERE are few successful business 

enterprises today whose well being 
is not based primarily on service. Often 
it’s the only justification for existence 
—invariably it’s essential to success. 

Operating on this premise, American 
business, particularly industrial con- 
cerns, set up elaborate public relations 
machinery to convince their customer 
public that they were performing an 
important public service, and perform- 
ing it well. Employee relations, work- 
ing conditions, policies and perform- 
ances were laid before a discriminating 
public for its inspection and approval. 
Business had come down to street level 
and management talked the language 
of the masses. 

How did the trust companies fit into 
this picture during their period of de- 
velopment and growth? Like the in- 
dustrial concerns which were making 
themselves heard, they too performed 
an important service. There, however, 
the resemblance stopped. Unfortun- 
ately, trust men generally fell into two 
categories as far as public relations 
was concerned. There was one school 
which was completely oblivious of the 
importance of a sound public relations 
program, saying their service was only 
for the few; and another which, ’though 
not entirely unaware of its merits, 
found it so contrary to their rigid code 
of ethics, that they preferred to leave 
the public to its own devices in formu- 
lating an opinion of the trust business. 
That put the trust company at a decided 
disadvantage. The only press notices 
they received were bad ones, since the 
only time they broke into print was 
when they became involved in some liti- 
gation or surcharge proceedings. All 
the important, constructive services 
they performed went by the boards un- 
noticed, uncommented upon. 

Prior to the last decade an impres- 
sion existed in the minds of even trust 
prospects that all a trust company did 
once it was appointed under a will, was 


to sit by and wait for the decease of 
Mr. Large Estate whose will they had 
safely tucked away, at which time they 
would swoop down like vultures and 
pick the bones. Very little was done to 
counteract that impression and trust 
companies went on their not-so-merry 
ways hoping against hope that perhaps 
some day the poor misguided public 
would see the light and beat a path to 
their secluded ivory towers, where they 
walked with kings... 

But never had the common touch. 
How strange. Here they were trying 
to sell a service whose very essence was 
humanism and understanding, based 
upon an impartial—not impersonal—re- 
lationship between the customer and the 
trust man, in an atmosphere that often 
shrieked with stuffiness. 

Which brings us to the point that it 
is not enough for trust companies to 
perform a service. They must go be- 
yond that. They must (to progress) 
describe it in the language of those who 
can benefit, let it be known that a so- 
cially as well as individually valuable 
service is being performed and that they 
are best qualified to perform it. Paid 
advertising is not enough. They must 
educate the public and the press in the 
advantages of a chartered fiduciary so 
that when they speak or write they vol- 
untarily boost the institution of trust 
service. That is the basis for every 
sound public relations program. We 
are greatly encouraged by recent de- 
velopments which seem to indicate that 
trust men are beginning to feel that 
way too... 

* * 


CHANGING TAXES 


INCE the outbreak of the war, the 

tax saving features of an irrevocable 
living trust have been in many cases 
more than offset by the disturbing 
trends in taxes and income which may 
make it advisable, at a particular time, 
for a person to keep his affairs in a 
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fluid condition to meet the exigencies 
of a war economy. For the person with 
a moderate estate to make irrevocable 
gifts in trust at this time might in cer- 
tain cases be decidedly unwise, and 
trust companies are looking carefully 
into the related affairs of a customer or 
prospect who wants to set up an irre- 
vocable living trust to secure substan- 
tial tax savings. In all fairness to the 
prospect and to the trust institution the 
dangers of tying up one’s estate, with 
conditions as uncertain as they are, 
should be pointed out, even if it means 
losing the business. 


A good example is that of a New York 
bank which flatly refused to set up, for 
two absolute strangers who walked in 
off the street, five irrevocable trusts ag- 
gregating $2,000,000. The trust officer 
explained, after noting that continua- 
tion of their remaining income was far 
from certain, that the bank’s first con- 
sideration was the interest of its cus- 
tomers; that regardless of the fees in- 
volved, the bank would not allow the cus- 
tomer to take what it believed was a 
wrong step. It isn’t easy to toss two 
million dollars worth of business smack 
out of the window, but that bank per- 
formed an important service not only for 
the two customers, but also for itself and 
the whole institution of corporate trus- 
teeship; and incidentally, it gained not 
only the admiration and respect of 
those two people, but their will business 
as well... 

* * * 


WILL CONTEST 


INCE it is far easier to convince a 

person than to convert him we are 
decidedly in favor of the recent an- 
nouncement that the Bankers Trust 
Company of Detroit is sponsoring a 
prize competition in will drafting, open 
to undergraduates in the four major 
law schools in Michigan. Since most 
trust men are generally agreed that co- 
operation with attorneys is important 
both in the interest of better adminis- 
tration and new business, the law 
school seems like the logical place to 
establish contacts and acquaint these 
embryo lawyers with the functions of 
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a corporate fiduciary and the part they 
play in estate planning. 


However, in order to be effective, your 
educational program must not bear the 
slightest earmarks of being “instruc- 
tive.” It can do its best if both helpful 
and tactful, and should aim merely at 
creating a favorable impression and 
good will for the fiduciary idea. For 
that reason a will contest like the one 
being sponsored by the Bankers Trust 
is an ideal medium. It makes them 
conscious of the corporate fiduciary— 
of one particular corporate fiduciary. 
Second, it reveals to them that the trust 
company is vitally interested in a mu- 
tual problem, which the trust company 
readily admits belongs to the attorney 
and which they are helping him work 
out; and third it affords them a grace- 
ful means of placing their story before 
these coming members of the bar. Wit- 
ness the carefully worded statement 
which the Bankers Trust used in their 
brochure outlining details of the con- 
test. Captioned “OUR CREDO,” the 
copy reads: 


“We believe that every user of our 
service and facilities, whether he be at- 
torney or layman, has a right to expect 
the highest degree of skill and experience 
we are capable of giving, plus that close 
attention to the personal problems of the 
client, which make for warmth and indi- 
viduality in trust service. 

“Accordingly we strive to be human, 
friendly and keenly alive to those in 
whose behalf we act. Anything less re- 
sults in an incomplete picture of trust 
service. 

“You can nominate and appoint this 
company in all trust capacities with full 
confidence that such action will reflect 
credit and dignity on your judgment.” ... 

* * * 


HICH just about leaves us enough 

room to pass on to you the warn- 
ing of one well known new business 
man whose experience with attorney 
contacts has been long and varied. If 
you feel that in the interests of tax sav- 
ings and simpler administration certain 
changes or additions should be made in 
a will drawn by an attorney for your 
customer and deposited with you as ex- 
ecutor and trustee, don’t for a moment 
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hesitate to call in the attorney. If you 
show him you are sincere in your de- 
sire to be helpful to the client he will 
never resent your suggestions; but, says 
our friend the new business man, “don’t 
ever make the disastrous mistake of 
trying to impress him with how much 
you know. He and his successors will 
hold it against you for the rest of your 
corporate life...” 
——$—$ 


Heads N. Y. Financial Advertisers 


Merrill Anderson, of Merrill Anderson 
and Company, was elected president of the 
New York Financial Advertisers at the 
organization’s annual meeting recently. Mr. 
Anderson succeeds Dudley L. Parsons of 
the New York Trust Company. William 
T. Wilson of the American Bankers Asso- 
ciation was named first vice president to 
succeed Mr. Anderson, while Harold Whit- 
taker was elected to take Mr. Wilson’s post 
as second vice president. William Huckel 
of the Chase National Bank was elected 
secretary, and George Kirby, of Greenpoint 
Savings Bank, treasurer. 


Gifts to Charity and Education 
up 15% in ’41 


Publicly announced gifts for educational 
and charitable purposes in seven major 
cities of the United States amounted to 
$71,386,773 in 1941, a 15% increase over 
the 1940 total of $61,997,707, according to 
a recent announcement by the John Price 
Jones Corporation, fund-raising counselors. 
New York was one of the three cities show- 
ing a slight decline, $28,379,947, compared 
with the previous year’s $29,597,645. In- 
creases were recorded in Chicago, Balti- 
more, Boston and St. Louis. 


Published bequests for 1941 in the field 
of philanthropy totaled $58,473,657 as com- 
pared with $15,723,127 in 1940, the survey 
indicated. 


Total 1941 gifts by cities, in addition to 
the New York figure cited above, were: Chi- 
cago, $17,647,558; Washington, $3,264,526; 
Philadelphia, $6,960,787; Baltimore, $3,032,- 
298; Boston, $7,913,436, and St. Louis, 
$4,183,221. 
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“Virtually Indispensable” 


“If there is one book that these days 
is virtually indispensable to the trust 
officer, estate attorney, tax accountant, 
and others concerned in estate plan- 
ning and administration,” says a recent 


review in TRUSTS AND ESTATES, it is 


MONTGOMERY’S 


Federal Taxes 
on Estates, 


Trusts, and 
Gifts 1941-42 


Here—for trust officers, attorneys, ac- 
countants; for executors and admin- 
istrators—is the complete, outstanding 
treatment in this field. Covers appli- 
cation of federal estate and gift taxes, 
and the income tax problems peculiar 
to estates and trusts. 


Prepared by one of 
America’s leading tax 
authorities, 


ROBERT H. 
MONTGOMERY 


Counsellor-at-Law; O.P.A. 


This great volume brings up 

to date the developments re- 

sulting from the passage of 

the 1941 Revenue Act, and 

the rulings and decisions of 

the past year incident to tax 
administration and to court 

review of contest- 

ed questions. The 

counsel, sugges- 

New This Year tions, and warn- 
ings presented af- 

Also by Montgomery, ford a _ unique, 
EXCESS PROFITS AND year-round foun- 
OTHER FEDERAL TAX- dation for inclu- 
ES ON CORPORA. %'@. long-range 


handling of prop- 
TIONS, 1941-42. $7.50. erty and for plan 


ning disposition of 


estates. $7. 50 


END now for your copy of Montgomery’s 
FEDERAL TAXES ON’ ESTATES, 
TRUSTS, AND GIFTS, 1941-42. Price, 
plus few cents delivery, payable within 5 
days after receipt. We pay delivery if you 
remit with order. Address, 


Dept. M587, 


THE.RONALD PRESS COMPANY 
15E.26thSt. PUBLISHERS New York 
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Attorneys Can Suggest 
Will Revision 


Following the lead of the Ethics 
Committees of the Association of the 
Bar of the City of New York and the 
American Bar Association, the Commit- 
tee on Ethics and Grievances of the New 
Jersey State Bar Association has re- 
cently ruled that it is not improper for 
a lawyer to advise a client, whose will 
he has drawn, that, due to changes in 
conditions or law, the will as drawn 
may not carry into effect the wishes of 
the testator. 

The committee goes on to state that 
“the lawyer should go no further than 
to point out the reasons which he feels 
make it desirable for the testator to re- 
consider the provisions of his will, and 
that in no event should he suggest a 
consultation; leaving the question of 
consultation entirely to the client. Lion- 
el P. Kristeller is chairman of the New 
Jersey committee. 

It is understood that this ruling is 
the direct result of an article by J. Sey- 
mour Montgomery of the New York Bar, 
in the May 1941 issue of Trusts and Es- 
tates, which has been referred to many 
times in these pages and to which at- 
tention is again called in the feeling 
that this is a subject of vital impor- 
tance in view of today’s rapidly chang- 
ing economic and financial conditions. 
Several trust companies have purchased 
reprints of that article for distribution 
to their local attorneys. Institutions 
all over the country should consider 
the desirability of taking an active role 
in urging adoption of a similar ruling 
in their community or State. 


ee 


Graduate School Session June 15-27 


June 15-27 has been set as the date for 
the resident session of the Graduate School 
of Banking of the American Bankers Asso- 
ciation at Rutgers University, New Bruns- 
wick, N. J. Next summer will mark the 
beginning of the Graduate School’s eighth 
year, during which approximately 225 bank 
officers will graduate as members of the 
class of 1942. 
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Personal Asset Analysis 


Role of Accountant and Tax Consultant in Estate Planning 


PAUL D. SEGHERS, C.P.A. 
of New York; Editor of Tax Topics 


REQUENTLY, matters of impor- 

tance, which never would be neglect- 
ed in the conduct of his regular business, 
are overlooked by the estate owner in 
connection with his personal financial 
affairs. An accountant usually is in a 
position to offer him many valuable sug- 
gestions. 

The accountant’s report will set forth 
the financial condition of the estate own- 
er as of a given date, showing (in ap- 
propriate detail) all property owned and 
debts owed and estimated annual income 
and expenses in connection with the var- 
ious properties, including taxes, interest, 
and amortization. A statement of actual 
income and related expenses for the pre- 
ceding year, reconciled to the taxable in- 
come and deductions shown by the estate 
owner’s Federal income tax return, like- 
Wise may be included. 

If no adequate audit report of the ac- 
counts of any business interests of the 
estate owner is available, the necessity 
of such a report should also be indicated 
in the accountant’s report on the condi- 
tion of his estate. 

The amount of detail will vary with 
the complexity of the estate and wishes of 
the client, but the following asset infor- 
mation is desirable in the accountant’s 
report. This information may later be- 


come the basis of invaluable records for 
the executor. 


Bank Balances: Occasionally, the de- 
sirability of investing surplus funds may 
be indicated. On the other hand, the 
lack of sufficient cash for coming tax 
payments, for example, may reveal the 
need of selling securities. 

Balances due from Brokers: In some 
cases such balances may very materially 
affect cash position, as well as net worth. 


Securities Owned: Usually support- 
ing lists (by classes if numerous) con- 
tain such information as date acquired, 
cost or other tax basis, market value, 
and annual (estimated) yield. If 
pledged, subject to agreement as to man- 
ner of disposition, such facts should be 
shown. This list of securities will serve 
as a basis for investment recommenda- 
tions, and decisions as to sales for tax 
purposes. 


Partnership interests and stocks of 
closely held corporations are shown sep- 
arately. The need of business life insur- 
ance, covering the lives of the estate 
owner or other key men in the business, 
may be revealed when the liquidating or 
estate tax value of such stock is consid- 
ered. Also, the desirability of recapi- 
talization may be indicated when a study 
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is made of the audit report covering such 
business, as a means of saving corporate 
taxes (for instance, by converting a por- 
tion of the stock to interest-bearing 
securities, or as a means of facilitating 
the division of the ownership, and the 
related income, between the estate owner 
and his wife and other members of 
his family). 


Real Estate Owned: Listed, with 
brief description: residential or invest- 


ment, date acquired, cost or other tax 
basis, market value, assessed value, ann- 
ual rental income, taxes and other ex- 


Insurance coverage is to be 
checked—serious losses have resulted 
from oversight of this precaution. Na- 
ture of title to the property, and details 
of any mortgages thereon are to be 
shown. Frequently, tax advantages may 
be realized by the transfer of such prop- 
erty to other members of the family, 
either directly or in trust. 


penses. 


Mortgages Owned: In addition to 
maturity dates, rates of interest, and 
any annual principal installments, the 
same information is to be shown as in 
the case of owned property. Where a 
security has greatly depreciated and a 
mortgagor in default has no independent 
means, it may be desirable to foreclose 
to obtain benefit of the loss deduction for 
tax purposes. 


Other Loans Receivable: Full details, 
noting security (if any), and facts as to 
terms of repayment. Inquiries in regard 
to loans may indicate potential bad-debt 
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deductions which should be claimed for 
income tax purposes or steps taken to ef- 
fect collection or obtain security. For in- 
stance, where large loans are due from 
individuals, it may be highly desirable 
to obtain life insurance policies to pro- 
tect such loans. 


Life Insurance and Annuity Policies: 
Face amount, terms of payment to bene- 
ficiaries, premiums, cash values, loans if 
any, are to be shown, including policies 
in which the estate owner has or may 
have any interest. Policies in which no 
rights are retained by the estate owner 
do not constitute estate assets, but all or 
a portion of the face amount payable 
at death may be included in the taxable 
estate, depending upon the facts as to the 
date of surrender of rights by the in- 
sured and payment of any premiums 
thereon by him, which facts should be 
shown. These data are of vital impor- 
tance in formulating estate recommenda- 
tions. 


Interests in Trust Funds: Any such 
present or potential interest should be 
listed, in order that proper consideration 
may be given to the extent, if any, to 
which such trust fund would be included 
in his taxable estate, or be subject to in- 
come tax. Such information may indi- 
cate the need for advice from trust offi- 
cers or legal counsel as to means to min- 
imize income and estate tax burdens. 
Many types of trusts, long considered to 
be tax-saving vehicles, are now held tax- 
able under recent Supreme Court deci- 
sions. 


Other Assets: At least an estimate of 
the fair market value of other personal 
property, e.g. jewelry, coin or stamp col- 
lections, art objects, etc. Other invest- 
ments, such as oil royalties, interests in 
pools or syndicates, may be discovered 
through a study of receipts and expendi- 
tures, or by asking the owner. Appro- 
priate details of income and expenses, 
if any, with respect to all property listed 
under this heading are to be shown. 


Other Sources of Income: It is desir- 
able to include under this caption any 
other sources of income, such as salaries, 
trustee’s fees, life, health or accident in- 
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surance proceeds receivable in periodic 
installments. 


Debts Owed: List loans, debts and 
other liabilities, also interest and other 
annual charges. Such information may 
reveal the need of funds in the near 
future, indicating the desirability of 
security sales, or where interest rates on 
indebtedness exceed the rate of return 
on investments held, a possible net sav- 
ing. Where there is a mortgage on the 
home, life insurance to provide the funds 
may be useful. 


To present a clear picture of the net 
value of the estate to the ultimate bene- 
ficiaries, both the estate tax liability, 
under existing Federal and State laws, 
and administrative expenses will be 
shown. 


Summary: Such a report will show 
the present net worth of the estate own- 
er; the estimated value of the estate 
after estate taxes and expenses; and the 
estimated annual net income after in- 
come taxes, so that the entire picture 
may be grasped from a single concise 
statement, with accompanying recom- 
mendations and supporting schedules. 
Such an analysis is only an aid in estate 
planning, and not an end in itself, and 
the estate planner is better able to re- 
tain his perspective where this work is 
performed by a qualified accountant. 
The estate owner is also benefited by the 
discovery of oversights calling for cor- 
rection. 


Eventually, when the recommenda- 
tions for gifts or other changes have 
been formulated, a similar analysis, 
showing the effect of such proposals, 
may be drawn up and compared with the 
original report. Of course, where gifts 
to a wife are involved, a similar analysis 
of her estate, after giving effect to such 
gifts, likewise would be necessary to 
compare the net result of the changes 
made. 


Avoidable Tax Penalties 


HE accountant’s part in accomplish- 

ing income and estate tax savings 
lies in discovering all the facts and pre- 
senting a concise picture of the whole 
estate for the estate planner. 


INTERNATIONAL 


DIAMOND APPRAISING CO., INC. 
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In the initial stages of the analysis 
of an estate, the tax consultant may be 
called upon to study the accountant’s 
report on the financial position of the 
estate together with copies of recent 
income and gift tax returns of the es- 
tate owner and existing trust instru- 
ments. Occasionally he may be able 
to discover the basis for filing claims 
for refund of taxes already paid, or 
means of effecting immediate savings in 
taxes on income of the current year on 
the basis of existing facts, by claiming 
deductions for worthless’ securities, 
casualty losses such as hurricane or 
automobile damages, and similar deduc- 
tions frequently overlooked. 


The advisability of disposing of 
greatly depreciated but not yet worth- 
less securities, to obtain the resulting 
loss deduction, may be pointed out. 
Similarly, the possibility of obtaining 
partial or total bad debt deductions may 
be disclosed. However, the principal 
function of the tax consultant in the 
initial stage of the analysis is to assist 
the estate planner by suggesting pos- 
sible steps which might be taken to ef- 
fect future tax savings. Frequently, 
the estate owner’s legal counsel and the 
trust officer handling his account (or 
the trust officer of the bank about to be 
appointed trustee) are consulted at this 
point. 


Trends and Trusts 


S these tentative plans assume defin- 
ite form, it becomes increasingly 
important to analyze the effect of each 
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step not only in the light of existing 
taxing statutes and decisions, but also 
of the trend of judicial interpretations 
and probable future changes. Gener- 
ally speaking, experience has shown 
that the simplest plans of tax savings 
are the best, and elaborate schemes, 
resting upon technical interpretations 
of the law, are most likely to back-fire. 


For instance, if an estate owner has 
been making gifts to his adult children 
or others every year, in order to provide 
for their support or supplement their 
income, no improper tax evasion, or even 
avoidance, is involved in setting up 
trusts for their benefit in such a man- 
ner that the income from the property 
placed in trust will no longer be taxed 
to the estate owner. The effect is to 
avoid paying income tax in the top 
bracket, on income which would not be 
available to the owner either for saving 
or for spending. Obvious as this step 
is, it is amazing how frequently it has 
been neglected. 


Similarly, where an estate owner’s 
principal objective in accumulating an 
estate is for the protection of his wife 
and children, why pay income taxes at 
the highest rates upon the money which 
he intends to put aside for them? Plac- 
ing in trust a portion of his income- 
producing property for this purpose, 
may result in a net saving of a large 
portion of income tax and leave a larger 
amount for the benefit of wife and chil- 
dren. No one could consider either the 
objective or the means improper. How- 
ever, trusts offer many tax pitfalls, and 
require careful study to avoid provis- 
ions which would result in the tax fall- 
ing upon the grantor rather than the 
trust or the beneficiary. Here again, 
examination of existing arrangements 
in the light of new decisions may reveal 
the need of remedial action. 


Examples of Proper Refunds 


UCH investigation may also indicate 
the necessity of filing a claim for re- 
fund of gift tax erroneously paid with 
respect to a transfer in trust, not sub- 
ject to the gift tax because held (under 
the latest rulings) to be incomplete. In- 
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cidentally, in two cases an examination 
of 1940 gift tax returns disclosed over- 
payments due to the erroneous applica- 
tion of the 10% defense tax to gifts 
made before June 25, 1940. 


In another case, it was discovered 
that the entire income received from a 
trust was returned as taxable, without 
claiming any deduction for the deprecia- 
tion allowable with respect to rented 
property, to which the beneficiary was 
entitled. The decisions holding erron- 
eous the Internal Revenue Bureau’s 
regulations that a portion of fixed an- 
nual payments of life insurance pro- 
ceeds constitute taxable interest income, 
formed the basis for a claim for refund 
of income tax in another case. 


Again, a thorough analysis of the cost 
of all securities owned disclosed that 
the computations of gain and loss on se- 
curity sales in prior years had been 
made on inconsistent bases, with the 
result that a refund was obtained. 


These and innumerable other means 
of tax savings become obvious, once the 
facts are known and clearly stated. 
However, the most important savings in 
income and estate taxes relate to the 
future, and arise out of steps taken to 
bring about desirable and legitimate 
changes in the ownership of property. 
At this point the major responsibility 
passes to the estate planner, assisted by 
the various specialists associated with 
him. 


New Life Insurance Increases 
14% in ’41 


New life insurance for 1941 was 14% 
more than in 1940, the Association of Life 
Insurance Presidents reported to the 
United States Department of Commerce 
last month. The 1941 total was larger 
than for any year since 1937. Ordinary 
insurance showed an increase of 10.7%, 
industrial insurance an increase of 8.1%, 
and group insurance an increase of 51.5%. 
The report aggregates the new paid-for 
business—not including revivals, increases, 
and dividend additions—of 39 United States 
companies having 81 per cent of the total 
life insurance outstanding in all United 
States legal reserve companies. 
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‘To Win ds War 


Each passing day sees an acceleration of the tempo of American 
shipyards, the basic factor in naval production. But to achieve 
victory decisively, still more ships built with still more speed are 
vital—now. 

To make possible our floating ramparts of steel and all 
else that is necessary on land and sea and in the air to win the 
war—commercial banks throughout the country are actively 
participating in financing the construction of new shipyards as 
well as other facilities for armament production. 

In financing the building of these great industrial defense 
plants, the Chase National Bank is cooperating in vigorous 
measure with correspondent banks throughout the land, thus 
helping to place in the hands of our armed forces the means of 
defending this nation’s honor and integrity. 


THE CHASE NATIONAL BANK 


OF THE CITY OF NEW YORK 


Member Federal Deposit Insurance Corporation 
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Trends in Estate Planning 


HENRY S. KOSTER 
Director, Estate Analysis Co., New York 


NEEDED—A MARKET FOR FAMILY 
BUSINESS ENTERPRISES 


HERE are many so-called family 

business enterprises or those in 
which ownership interests are held by a 
few individuals. Because of the terrific 
impact of estate, inheritance and final 
income taxes at the death of an owner 
of one of these closely held businesses, 
the owner’s estate may be faced with a 
forced liquidation of the business inter- 
ests in order to receive necessary cash, 
at possible sacrifice prices and destruc- 
tion of values. 

Furthermore, it is not an unusual ex- 
perience that an individual owner of a 
business enterprise wakes up some day 
to find “all his eggs in one basket.” 
Most of his current capital worth will 
be represented by an equity investment 
in his own business, with most of the 
annual profits plowed back in. The fixed 
dollar side of his capital account will be 
so small that it will practically guaran- 
tee that we shall never have “deflation.” 

Then there is the problem that some 
day the “owner-manager” will show in- 
dications of retiring from active busi- 
ness to enjoy an assured income for his 
older years. By remaining a “one man 
business” during years of agility he sud- 
denly finds there is no one to take his 
place in management, and that his cap- 
ital dollars will all be locked up where 
they must remain subject to the chang- 
ing fortunes involved in such a business 
enterprise. 


OME people anticipate these problems 
S while they are still active, by sub- 
stituting outside capital for at least a 
portion of family capital in the busi- 
ness, through a public distribution of 
corporate securities underwritten by an 


investment banking house. Along with 
this would come a de-centralization of 
management, and the “bailed-out” owner 
would have available funds for invest- 


ment in liquid securities on the fixed dol- 
lar side of his capital ledger. 

But this solution is not generally 
available to those business enterprises 
of medium or small size. It is not likely 
that any investment banker would find 
it feasible to float an issue of securities 
involving less than $1,000,000. even if 
he were willing to try. Although the 
enterprise may represent a _ perfectly 
sound investment, the size of the issue 
and company may be just too small for 
practical purposes. 

Perhaps some day an investment bank- 
ing firm may see the wisdom of organiz- 
ing one central financial vehicle, financed 
through capital subscription by the pub- 
lic, to buy outright on a straight invest- 
ment basis, the preferred securities 
issues of small business enterprises that 
qualify for such treatment. 

Such a plan might well supply a diver- 
sified and sound investment mechanism 
for the investing public, allowing them 
to participate in many of the country’s 
small but successful business _ enter- 
prises, as well as provide the solution for 
the owners of many family businesses 
which might otherwise some day end up 
with intrinsic values destroyed, and fam- 
ily finances jeopardized. 


Heads N. Y. Fiduciaries 


Foster W. Doty, vice president of the 
Commercial National Bank and Trust Com- 
pany was recently elected president of the 
Corporate Fiduciaries Association of New 
York. A. Nye Van Vleck, vice president of 
the Guaranty Trust Company, was elected 
vice president and E. W. Berry, trust offi- 
cer of the Manufacturers Trust Company, 
was reelected secretary and treasurer. The 
following were elected to the executive com- 
mittee, their terms to expire in 1945: C. 
A. Allen, Kings County Trust Company; 
Baldwin Maull, Marine Midland Trust Com- 
pany; and Stewart DeVausney, Bank of 
New York. 
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Employee Pension Trusts 


Opportunities for Service and Profit for Trustees 


G. WARFIELD HOBBS, 3RD 
Assistant Vice President, City Bank Farmers Trust Company, New York City 


NTIL very recently a pension was 

universally regarded as a sort of 
charity, but many of us have now come 
to regard a pension as a deferred com- 
pensation for services rendered. If you 
accept the new definition, you will grasp 
the significance of the almost unlimited 
opportunities for trust companies to aid 
and share in the development of this 
comparatively new field of business, since 
sooner or later practically every corpo- 
ration in this country will have to adopt 
an equitable pension plan for all its 
permanent employees to supplement so- 
cial security, or it may find itself unable 
to obtain or to retain desirable person- 
nel. 

At present less than 1% of all com- 
panies have established formal pension 
plans and not more than 2% or 3% have 
even an informal plan. Because some 
of the participating corporations are 
large, it is possible that employee cover- 
age may be between 5% and 10%. These 
things spell out an unusual opportunity 
for trust companies to be of service and 
to make a profit. 

All the necessary elements appear to 
be present. 1. All the trust type pen- 
sion plans require a trustee and the indi- 
vidual policy insurance type likewise re- 
quires a trustee. 2. Widespread interest 
indicates a definite trend towards adop- 
tion of modern formal pension plans. 3. 
The surface has hardly been scratched. 

Uncle Sam encourages adoption of pri- 
vate pension plans by Sections 165 and 
23 (p) of the Internal Revenue Code. 
The first tells what will qualify as a pen- 
sion trust; while the second tells how you 
may take a tax deduction of the amount 
contributed. 

Section 165 is a bit ambiguous and 
there has been considerable difference 
of opinion as to what will qualify. The 
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Revenue Bureau is rewriting these sec- 
tions with an eye to closing certain tax 
loopholes. We should welcome this clari- 
fication, even though it may reduce the 
number of prospective plans or restrict 
the liberality of amounts contributed, 
thus affecting the size of our trust funds. 

From our point of view the easiest and 
safest pension trusts to operate are those 
wherein benefits, based upon an equitable 
formula, are given to most of the em- 
ployees, and contributions are based upon 
actuarial computations. Beware of the 
plan where benefits are not formulized 
and where authentic pensions run second 
to temporary tax savings for the few. 

The Securities and Exchange Commis- 
sion claims a certain amount of juris- 
diction in the pension field. This issue 
has not been fully decided and until it is 
one way or the other, it would be advis- 
able for a corporation to find out the 
SEC’s present position. State laws also 
should be studied.* 


Types of Plans 


There are two major types of pension 
plans. First is the insurance type. 
There are close to 700 of these and more 
coming up. They subdivide into two 
classes. The group annuity requires a 
substantial number of employees, usual- 
ly not less than one hundred. This plan 
works out very well for companies that 
can afford it. It has the advantage that 
management may divest itself more com- 
pletely of any responsibility than with 
any other type. It requires no trustee 
and bookkeeping is comparatively simple 


*Mr. Hobbs suggested establishing a library on 
the .subject of pensions, including copies of as 
many actual plans as possible—to select the best 
features of each—-; Senate Report No. 610—76th 
Congress, lst Session, entitled “Survey of Expe- 
rience in Profit Sharing and Possibilities of In- 
centive Taxation,’ and the National Industrial 
Conference Board’s Studies in Personnel Policy 
—No. 16—Company Pension Plans and the Social 
Security Act. 
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—a specified per cent of payroll paid di- 
rectly to the insurance company. 


The group annuity has certain disad- 
vantages. Foremost is the high cost. 
Second, the insurance company, while 
guaranteeing benefits already purchased, 
reserves the right to raise the rates for 
future benefits, possibly to a point where 
the corporation could not always meet 
the increase. Third, the corporation has 
the right to terminate the plan, but while 
it exists, the corporation must pay the 
full premium even in bad times or an au- 
tomatic termination results. Fourth, 
there usually are two or three options 
permissible, such as survivorship, but 
the group annuity is nowhere near as 
flexible in scope either to the employee 
or to the corporation, as is the trust type. 


Individual Policy Plan 


The second variety of insurance pen- 
sion is the individual policy type. This 
form usually is adopted by very small 
companies, with less than one hundred 
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employees; or by larger corporations 
which wish to include only the executive 
group or those earning more than $3,000. 
This type requires a trustee to hold the 
policies and exercise the rights of own- 
ership until the employees leave, die or 
retire. This type has three advantages. 
1. The number of employees does not 
matter. 2. A death benefit may be in- 
cluded if the employee can pass a physi- 
cal examination. The death benefit is 
usually payable to the trustee to avoid 
tax complications, and literally costs very 
little extra because at least up to now, 
for this type of policy, insurance com- 
panies use a different and lower mortality 
table and a higher earning rate than 
they do with group annuities. 3. The 
rate is set for the benefits to be given 
each individual and cannot be changed 
as it may with group annuities. 

The individual policy type is pretty 
nearly the only recourse of employee 
groups much under one hundred in num- 
ber. In such cases we should advocate 
this type of plan and seek merely to be 
the trustee of the policies. 


A few disadvantages appear to exist. 
1. The death benefit payable to the trus- 
tee for tax reasons will always present 
the problem of equity; should it be paid 
to the beneficiary or held for the benefit 
of the remaining employee participants? 
2. The necessity for a physical examina- 
tion. 3. The high cost, particularly for 
the executive or $3,000 and up type of 
plan because of the high average age of 
the participants. 4. For the first few 
years the cash value of these policies is 
very low in relation to the premiums 
paid. This is to offset the theoretical 
cost of the death benefit before retire- 
ment. Consequently, if a company com- 
mences the individual policy type plan, 
it may not abandon it for several years 
without incurring considerable loss in 
values. 5. Also, a new policy must be 
issued each time to cover salary changes. 


Trust Type of Funded Pension Plan 


Most corporations think only of in- 
surance and have not even heard of the 
trust type of pension plan. There is a 
field for both. There are numerous 
corporations unable to afford the insur- 
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ance type either because of the cost or 
the semicontractual obligation for pre- 
miums. If they knew the story of the 
flexibility of cost and benefit of the trust 
type, they would adopt a pension plan 
within the means of their pocketbook. 

No two corporations present the same 
picture. No stereotyped plan is quite 
suitable. All plans follow a general pat- 
tern but the correct plan must take into 
account the circumstances of the corpora- 
tion in question. Is the average age 
high? Is the turnover abnormal? What 
is the percentage of women employees? 
Are there a lot of salesmen on commis- 
sion with fluctuating incomes? Is the 
past service liability high, or is the com- 
pany young? 

These and many more factors must be 
woven into the plan. All have a bearing 
on cost, and in the trust type all may be 
solved. The chief advantage of the trust 
type is its complete flexibility. You can 
write your own ticket. With the insur- 
ance type you cannot. The company can 
maintain control. It can amend, adjust 
and otherwise alter the plan to meet 
changing tax or economic situations with- 
out either terminating or seriously jeo- 
pardizing the plan. 

The trust type plan must be based 
upon actuarial computations. It should 
use the same basic mortality tables and 
the same earning rate that the insurance 
companies use, minus the loading for 
commissions and overhead. This will 
make the trust type plan much cheaper. 


Economy of Trust Type 


Do not overlook the possibilities con- 
nected with past service costs. Under 
the trust plan, past service cost may be 
spread over a great number of years, if 
desired, and brought down to a year-by- 
year cost, well within the ability of the 
company to pay. The original estimate 
of past service cost never materializes 
since it will be greatly reduced by death 
before retirement as well as turnover. 

In the trust plan every penny of con- 
tributions from both employees and em- 
ployer goes solely for pension benefits. 
The compensation of the trustee is a 
separate agreement between the corpora- 
tion and the trust company. Conse- 
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quently, there is no gain to the trust 
company when employees leave or die 
before retirement. Such forfeitures re- 
main in the pension fund as a reserve. 

Another trust plan advantage is that 
you may include everybody regardless of 
age. Insurance companies usually balk 
at including employees much over sixty 
and generally insist that for such em- 
ployees an individual annuity be pur- 
chased, the cost of which sometimes is 
prohibitive. 


Computing Benefits 


The two most popular methods for com- 
puting employee pension benefits are the 
money purchase and the definite benefit. 
The definite benefit is admirably suited 
to the trust pension plan. It is claimed 
that the bookkeeping of the money pur- 
chase type is simple because contribu- 
tions are expressed as a per cent of the 
payroll, whereas definite benefit costs are 
difficult to determine. This does not 
necessarily follow. The bookkeeping 
can be made equally simple and the con- 
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tribution likewise expressed as a per 
cent of the payroll. 

Under the money purchase method, 
money contributed in any one year is 
used to purchase an annuity benefit to 
commence at age sixty-five, in an amount 
based on the age of the participant in 
the year of purchase. The same dollars 
contributed each year will naturally buy 
less benefit as the employee becomes old- 
er. The money purchase method thus 
penalizes the successful employee since, 
as his salary goes up, so does his age, 
but his increased contribution buys less 
and less pension benefit. The result is 
that the successful employee retires on 
a pension much lower in proportion to 
his final earning capacity than the em- 
ployee whose final salary is not much 
over what it was at age 25 or 30. 

The definite benefit plan selects a defin- 
ite per cent of salary per year of service 
times the number of years of service as 
the ultimate pension benefit. I recom- 
mend 1% per year times the first $3,000 
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of compensation and 2% on the excess 
over $3,000. This works out in a re- 
markably equitable manner for each em- 
ployee because of the great weight of 
social security on the first $3,000. Thus, 
each employee in the plan for 20 or more 
years should be able to retire on a pen- 
sion which, including social security, 
will equal about 50% of his average sal- 
ary. 

Under the definite benefit plan an em- 
ployee retires with a total per cent to his 
credit based on his years of service. His 
pension is determined by applying this 
per cent against either his lifetime aver- 
age earnings or, for example, his aver- 
age compensation for the ten years pre- 
ceding his retirement. Company costs 
would be somewhat higher if the last ten 
years are the base, but in either case the 
successful employee comes out way ahead 
of the money purchase method. 


Investment Function 


It would be unfair to avoid mention 
of the investment problem of the trust 
type plan. However, simple arithmetic 
has convinced me that the effect of in- 
vestment losses—and they are bound to 
occur just as they do with insurance port- 
folios—is greatly exaggerated. For ex- 
ample, a periodic audit may show that the 
market value of the fund is actuarially 
under water. The loss does not have to 
be made up in a lump sum but may be 
prorated over a long period of years if, 
in fact, it is not made up by natural re- 
covery. Monthly cash deposits are made 
which is the equivalent of an almost per- 
fect maturity schedule to catch the ups 
and downs of the money market. In ad- 
dition, there are several sources of re- 
serves created by mortality before re- 
tirement and turnover. All these add up 
to an excellent protection against invest- 
ment losses; plus the fact that in a grow- 
ing fund the cash additions automati- 
cally reduce the percentage of loss. 

You will find a pension trust more ex- 
acting in its administrative detail than 
any other type of trust. Some compan- 
ies will wish to do most of the detail 
work themselves, particularly as they 
must keep accurate social security re- 
cords, and the private pension fund is an 
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easy addition. Other corporations may 
wish you to do all the detail work. Do 
not establish a set fee except as a mini- 
mum, because the responsibilities of each 
pension trust will differ, as will the 
amount of detailed accountings and em- 
ployee records, if you are asked to keep 
them. 

As trustee of an employee pension trust 
you will assume a great responsibility, 
and as such trustee you are entitled to a 
fee commensurate with the risk involved. 


New Life Insurance 
Trust Councils 


Philadelphia, Indianapolis and North- 
ern New Jersey are the latest additions 
to the life insurance and trust council 
movement, bringing the total number of 
councils in the United States to 23. 

Officers of the Philadelphia Council, 
organized November 25, are: President, 
John W. Clegg, Jr.,* assistant trust offi- 
cer, The Pennsylvania Company for In- 
surances on Lives and Granting Annui- 
ties; vice president, Morton H. Wilner, 
State Mutual Life Insurance Company; 
treasurer, Reuben MclIlvaine, trust offi- 
cer, Germantown Trust Company; secre- 
tary, Loron L. Cluster, New York Life 
Insurance Company. 

The officers of the Indianapolis Coun- 
cil, established December 8, are as fol- 
lows: President, Donald S. Morris, Flet- 
cher Trust Company; vice president, 
Dan W. Flickinger, John Hancock Life 
Insurance Agency; treasurer, Fred 
Backer, Indiana Trust Company; secre- 
tary, Milton Elrod, Insurance Research 
and Review Service. 

On January 21, 1942, the Life Insur- 


*Since called into active service. 





ih 
ul 


ae 





> i 


621 EAST MAIN STREET 
HOME OF 


RICHMOND, VA. 
K THE SAFE EXECUTOR 


One of the South’s Oldest Fiduciary Institutions 
Qualified to Act in Every Fiduciary Capacity — 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


ance and Trust Council of North Jersey 
was formed. The following officers were 
elected for the coming year: President, 
W. Deane Pruden, assistant trust officer, 
Fidelity Union Trust Company, Newark; 
first vice president, John E. Clayton, 
general agent for the Massachusetts Mu- 
tual Life Insurance Company; second 
vice president, George E. Williams, as- 
sistant trust officer, National State Bank, 
Newark; secretary, Fred Fern, general 
agent for the National Life Insurance 
Company of Vermont; treasurer, Leo E. 
Leichter, assistant trust officer, Federal 
Trust Company, Newark. 


The advisory and discussion panel, associated with the Magazine in devel- 
oping material for the Section of Estate Planning, is composed of Richard A. 
Evans, Jr., Insurance and Pension Consultant; Henry S. Koster, Director, Estate 
Analysis Company; Earl S. MacNeill, Trust Officer, Continental Bank and 
Trust Company; J. Seymour Montgomery, Jr., Member of the New York Bar; 
George S. Vrionis, President’s Field Staff, Phoenix Mutual Life Ins. Co.; all 
of New York City. The panel is not to be considered as necessarily endorsing 
the views expressed in any material appearing herein. 





Trust Service Under Fire 


Volume of Business and Internal Organization 
Experience in England 


STANLEY C. HOUGH 
National Provincial Bank, Ltd., Trustee Dept., London, England 


HE recent declaration of War by 

the United States will probably 
cause many people engaged in Trust 
work to consider the effect this will 
have on their business. The effect 
in England was experienced in a 
small measure during the latter part 
of 1938 when the Munich crisis occur- 
red. This, however, caused only one 
side of the Trust Companies’ work to 
be emphasized, namely, the execution 
of new wills appointing them execu- 
tor and/or Trustee. 

Now that the War has been in 
progress since September 1939 its 
effects on our Trust business can be 
more clearly seen. These can be sum- 
marized under two headings: 1. The 
volume of business; and 2. Internal 
organization. 

An increase in the volume of business 
was at first felt only (as had been the 
case at the time of the Munich crisis) 
in the very large number of Wills which 
were made, in many cases by elderly 
people, appointing corporations as the 
testators’ executors. Probably this tend- 
ency will now be felt by trust banks in 
the United States in the same way. The 
cause of the increase appears to be two- 
fold, first because so many people are 
suddenly transferred to the fighting 
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forces or are placed in anticipated dan- 
ger by reason of the war and according- 
ly make their Wills; secondly for a rea- 
son which arises out of the first, that 
so many private executors whom testa- 
tors had appointed are suddenly un- 
available or may be unavailable when 
the time comes for them to undertake 
their duties. 


Thus, in a very pointed fashion, one 
of the advantages which English trustee 
companies have been endeavoring to 
hammer into the public’s mind in ap- 
pointing them their executors, viz. con- 
tinuity of management, becomes a major 
consideration in the public’s view point. 
The appointment of a trust institution 
in these circumstances might be thought 
to be only a passing consideration and 
the testators concerned might reasonably 
be expected in many instances, to re- 
appoint a private individual on the first 
opportunity arising. No figures, of 
course, can be cited to indicate whether 
this has occurred or not but the very 
large increase in Wills which the Eng- 
lish trustee companies are proving serves 
to contradict such an assumption to some 
extent. 


Trends in Appointments 


NFORTUNATELY, owing to present 
day conditions, the writer is unable 
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to refer to the record of figures which 
he prepared in 1938 indicating the pos- 
ition then with regard to the number of 
Estates which trust companies and the 
Public Trustee were administering. The 
only means of obtaining comparative 
figures is by an examination of what is 
known in this country as “Statutory 
Notices to Creditors,” published in the 
London Gazette. Any figures cited from 
this source tend to favor Trustee Com- 
panies as they usually insist on insert- 
ing them whereas many private execu- 
tors do not.* The writer estimates that 
only in one out of 15 estates proved 
are these notices inserted but that they 
nevertheless do provide a useful basis 
of comparison from year to year. In 
1930 Mr. Gilbert T. Stephenson publish- 
ed a book called “English Executor and 
Trustee Business” containing results of 
an examination of 1000 such notices. 81 
were being administered by the Public 
Trustee, 80 by the British Banks, and 8 
were being administered by Insurance 
Companies. Comparison with the posi- 
tion today (November and December 
1941) is shown in the following table 
covering approximately 1800 Notices. 


Relative Trends in Estate Appointments (in percent) 


Nov.- 
Dec. 
1936-37 1941 
PUBLIC TRUSTEE ks 4.44 
BANKS ne 
INSURANCE COMPANIES 
OTHER CORPORATIONS .... 
ogg it 


that these fig- 


It must be emphasized 
ures can in no way be considered except 


*“These notices show the name of the 
executor or administrator, but nothing 
about the size or nature of the estate. 
An executor or administrator is not re- 
quired by law to publish a notice to cred- 
itors; however, if he does not publish 
such a notice, he takes the risk of being 
personally liable for the debts owing by 
the estate. It is thought that few cor- 
porations that make a business of wind- 
ing up estates would needlessly take such 
a risk. It is understood that many indi- 
vidual executors and administrators, feel- 
ing that they are thoroughly familiar 
with the decedent’s affairs, do take the 
risk.”—G. T. Stephenson, “Trust Business 
in Common Law Countries,” p. 62. 
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as a means of comparison over a period. 
These figures are a digression from the 
purpose of this article but they are prob- 
ably of interest to American trust men 
and do conform with the opinion here 
expressed that much of the new business 
which has arisen through the War has 
been kept at any rate by the Banks even 
though this to some extent is at the 
expense of the Public Trustee and Life 
Assurance Companies. 


Staff Personnel and Contacts 


N the field of internal organization 

lie most of the difficulties which we 
have experienced owing to the War, with 
staff problems in the forefront of all 
difficulties. Conscription has taken many 
of the male trained staff and it now looks 
as if it will take some of the female 
trained staff as well. Not only has this 
taken place in the offices of the trust 
companies themselves but also through- 
out the offices with whom they normally 
do business, such as Property Agents, 
Stockbrokers, Solicitors and even Gov- 
ernment offices such as the Inland Rev- 
enue department collecting death duties, 
and the Probate Registries. All this has 
made for much delay which in peace 
time would not have been tolerated by 
either the Companies themselves or the 
beneficiaries of the trusts which they are 
administering, and as long as the War 
proceeds this condition is hardly likely 
to improve. The cost of administration 
tends unavoidably therefore to increase 
by reason of the increased time to ad- 
minister. 


One of the most serious problems is 
the calling up of trained staff. Under 
any system for the organization of a 
Trust Company’s work there must be 
personnel who themselves collate the 
work of the sub-sections of the Company 
and direct the Administration of any 
particular Trust. The knowledge util- 
ized in this work can only be gained from 
experience; this statement is made with- 
out belittling the technical training 
which is also required, but experience 
is a vital factor. This difficulty was un- 
doubtedly foreseen by English Trust 
Companies and in some cases female 
staff were ‘specially trained for super- 
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vising administrations some time before 
war actually broke out. 


New Legal Restrictions and Special 
Compensation 


N addition to the staff problems the 

War itself has given rise to much new 
Law covering subjects of vital interest 
to Trust Companies. Thus, further re- 
strictions on the calling in of Mortgages, 
the raising of rents, restrictions on the 
sale or transfer of foreign assets under 
the various Foreign Exchange Controls 
and the seizure of enemy property have 
raised diverse and difficult problems for 
consideration. Many of these were not 
apparent when the War first broke out. 
In one case a trust was being adminis- 
tered for the benefit of a resident in 
Canada who enjoyed the income for life 
and her children inherited the corpus on 
her death. Under the deed and by sta- 
tute the Trustee had power to make ad- 
vances to the children, with the consent 
of the life tenant, for their benefit. The 
position arose where it was obviously for 
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their benefit to make such an advance. 
In order to do so one of the trust secur- 
ities had to be sold and the money then 
paid to the mother in Canada to apply 
for the children’s education. The best 
part of six months correspondence was 
involved with the various Exchange Con- 
trols and the beneficiaries in Canada be- 
fore permission to sell the security and 
pay the money to Canada could be ob- 
tained. It is difficult to see how similar 
cases could be avoided in trust adminis- 
tration in any country at War. 

Increase in business has unfortunate- 
ly led to an increased proportion of small 
Estates and many of these have invest- 
ments in Real property which at one 
time during the War were difficult to 
sell. The various Acts dealing with com- 
pensation for damage by Air Raids have 
eased the position, but an Estate, 
whether large or small, with much of 
the assets in real property still remains 
one of the most difficult problems in ad- 
ministration and the amount of work 
which has arisen from the Compensation 
Acts is enormous. At least one Trust 
Company in this country has raised (a) 
its minimum acceptance fee in order to 
discourage its appointment as executor 
where the testator’s estate is very small 
and (b) its management fees for col- 
lecting rents and managing property. 
At the same time power has been taken 
in its published Schedule of Fees to ob- 
tain additional remuneration at its dis- 
cretion in certain prescribed cases. Those 
mainly of interest are in connection with 
management of businesses, interviews 
outside its offices and the management 
of foreign assets. 

In conclusion it has become apparent 
that the War has given a decided impetus 
to Trust Company business, but whether 
the restrictions on staff and the difficul- 
ties of carrying on a greater amount of 
work in these times will allow Trust 
Companies to take full advantage of the 
position remains to be seen. One trou- 
ble which must confront us in the not 
distant future is the lack of possible 
testators having sufficiently big estates 
to enable a Trust Company to make a 
profit on handling the business without 
a very different scale of fees from that at 
present in force in England. 
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Operating a Common Trust Fund 
Income and Tax Accounting Procedure Outlined—Savings in Costs 


A. W. WHITTLESEY 


Trust Investment Officer, The Pennsylvania Company for Insurances on Lives 
and Granting Annuities, Philadelphia 


N important factor in any common 

trust fund plan is to determine what 
form of income accounting to use. There 
is the choice between either the accrued 
income method or the so-called alloca- 
tion or cash method.* 

One objection that has been raised to 
the former is that the calculations of ac- 
crued income would require additional 
work at a time when the administrative 
force was busy on other valuation activi- 
ties. 

This has not proved to be the case. 
It is usually possible to know a week in 
advance of a valuation date just what 
the accrued income of the Fund will be 
—not allowing, of course, for any last 
minute sales or purchases. 

It has also been claimed that there 
would be a serious disorganization of the 
flow of income and that beneficiaries 
would receive little or nothing for the 
first six months of participation. Again, 
this has not proved to be the case. Where 
there are quarterly valuations in the 
Fund, with an original issuance value of 
$100 per unit, the carry-over of accrued 
income into any new quarterly period 
will usually be between fifty and seventy- 
five cents, and any overdraft that might 
initially be occasioned in the individual 
trust by the payment of this accrual 
would be more than eliminated by the 
payment of the first dividend, following 
which full dividends would be received. 
The procedure is exactly the same as that 
in paying for accrued interest when 
bonds are purchased. 


From address at Symposium on Common Trust 
Funds, Mid-Winter Trust Conference, A. B. A., 
Feb. 4, 1942. 


*Some of the pros and cons on this subject were 
considered by Mr. Whittlesey in his article in 
Dec. 1941 Trusts and Estates 641. They are omit- 
ted here, and therefore the two papers should be 
read together for the complete picture.—Ed. 


Income Deposit 


Certain trustees operating under the 
accrued income method have found it ad- 
visable at the initiation of the Fund to 
charge the new participants with an in- 
come deposit in order to provide the 
Fund’s income account with cash to pay 
for accrued interest due on bonds pur- 
chased. This income deposit can be re- 
turned as a separate item to each of the 
initial participants at the end of the first 
quarter. Thereafter, all incoming par- 
ticipants pay the actual reported accrual. 
By doing this and paying dividends only 
out of cash received there should never 
be any overdraft in the income account 
of the Fund nor any invasion of princi- 
pal cash. 

One of the companies in Philadelphia 
operating under the accrued income 
method follows a policy of paying out as 
dividends all income that has been earned 
in any given quarter whether or not re- 
ceived. This procedure has the merit of 
providing participants with full income 
from the time of first investment and 
eliminates the accrued income calcula- 
tions for either admissions or withdraw- 
als on valuation dates. However, it does 
necessitate either an overdraft in the 
Fund’s income account or an invasion 
of the Fund’s principal, in order, first, to 
make the complete dividend payment, 
and, secondly, to pay for accrued inter- 
est on additional bonds that are pur- 
chased. 


Handling Income 


The only Philadelphia trust company 
that has adopted the cash basis for 
handling income has developed a mini- 
mum quarterly payment plan to over- 
come the difficulty of maintaining a reg- 
ular flow of income to the participating 
accounts. Although this has alleviated 





178 


the objection of small dividends for the 
first two quarters, it still leaves the ob- 
jection that driblets of income are com- 
ing into the trust after a participation 
has been withdrawn. 

Additionally, accounting problems 
might be raised by the fact that at the 
end of the first quarter a dividend pay- 
ment in excess of cash received is paid 
out, and this condition still holds true 
at the end of the first full year of parti- 
cipation as collected income has not yet 
equalled the amount of dividends paid. 
A continuing condition of overdrafts in 
the Fund’s income account would occur, 
or else the principal of the Fund is used 
both to make full dividend payments and 
to pay for accrued interest on any bonds 
being purchased. 

It would seem that the final decision 
as to the method of handling income will 
have to be left to each individual trust 
company. Any trustee contemplating 
the establishment of a common trust fund 
can study the relative merits and de- 
merits of each system and reach its own 
conclusion. 


Handling Tax Returns* 


Items of income and deductions there- 
from are allocated to the periods between 
valuation dates within the taxable year 
and, similarly, any capital gains or loss- 
es are applicable to those trust accounts 
which are participating in the Fund at 
the time such gains or losses are realized. 

It appears that all Funds to date have 
made their Federal returns on the part- 
nership form. The return for the full 
year merely represents the sum of the 
income received or earned in the respec- 
tive tax periods between valuation dates 
during that year and the general proce- 
dure for developing the return is funda- 
mentally the same. 

In our case, after the accrued income 
for the month has been determined by 
the Common Trust Fund administrator 
and approved by the Audit Department, 
the items of income are then submitted 
to our Tax Department for coding as to 
tax classification. The various classifi- 
cations are then broken down to a per- 

*As to the advisability of establishing a fiscal 


year basis for the fund, see Mr. Whittlesey’s ar- 
ticle referred to above. 
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unit basis and the factors thus evolved 
are passed on to the Tabulating Depart- 
ment, which makes a run of the propor- 
tionate tax liability of all of the trust 
accounts then participating in the Fund. 
The Tabulating Department’s records 
must, of course, settle to the exact income 
figure reported by the Fund. The punch 
card records are then set aside month 
by month until after the twelfth month’s 
records are complete. The settling of 
the final full fiscal year return involves 
merely the addition of the various month- 
ly calculations, which can be simply 
handled by the Tabulating Division. 


Capital Gains and Losses 


The procedure for handling capital 
gains and losses follows the same gen- 
eral pattern as that outlined for return- 
ing the income. The various gains and 
losses are first classified as to whether 
they are short or long term, and the net 
gain or loss in each classification is 
brought down to a per unit basis. Fol- 
lowing this, the Tabulating Division ap- 
plies this unit information to the punch 
cards and again settles out to the penny 


with the figures supplied by the Fund 
Administrator. 


The problem that bedevils most trus- 
tees is that of maintaining the adjusted 
basic tax records reflecting the capital 
gains and losses in each participating 
trust account. In view of the fact that 
participants will report capital gains cr 
losses for each fiscal year of a Fund’s 
operations, it would, of course, be in- 
equitable to expect that upon final with- 
drawal a participant should report a cap- 
ital gain or loss based on the difference 
between the original purchase price and 
the final liquidating price. To obviate 
this condition the regulations provide 
that the original cost of units be adjust- 
ed, depending upon the total net capital 
gain or loss reported for the entire pe- 
riod of time during which a participa- 
tion has been held. 

Two Philadelphia trust companies 
have recently developed, entirely indepen- 
dently of each other, a simple method of 
keeping these records. This record in- 
cludes: 


(1) The tax period 
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(2) The asset value per unit at the 
beginning of the period 

(3) The net realized capital gain or 
loss for the period 

(4) The net cumulative gain or loss 
at the end of each period since the 
start of the Fund 


The formula for developing the adjust- 
ed basic tax cost is as follows: Take 
the difference between the net cumula- 
tive gain or loss recorded at the time 
of withdrawal and the net cumulative 
gain or loss recorded at the end of the 
period immediately preceding the date 
units were purchased. If the differ- 
ence is a gain, it is added to the origin- 
al purchase price; if a loss, subtracted. 
The use of this formula will make it 
possible for the Tax Department quickly 
and accurately to determine the ad- 
justed basic tax cost values of all units 
in a trust when there is either a partial 
or complete withdrawal, no matter 
whether the participations have been 
held for one month or twenty years. 


Determining Savings 


No trust company will ever know how 
much it could save as a result of com- 
mon trust fund operation unless it de- 
velops a cost analysis of its trust de- 
partment for the twelve months per- 
iod prior to the initiation of a fund. 
Of even greater importance, however, 
would seem to be the necessity of devel- 


SAN FRANCISCO 


oping an activity analysis along with 
that covering dollar costs. 


In the early stages of a common trust 
fund, considerable activity will result 
from sales of investments out of indi- 
vidual trust accounts for reinvestment 
in the fund, and there will, therefore, 
be no noticeable lessening of a trust 
department’s operations. However, once 
an investment in the fund is made, there 
is no future individual posting, analy- 
sis, reinvestment, collection or review 
on that particular sum of money, as 
thereafter it will be managed along 
with all of the other monies in the fund 
on a collective basis. 


After a fund has been operated for a 
period of two to five years, there should 
be a very definite lessening in the activ- 
ities in virtually every division in the 
trust department. Already, in the case 
of one Philadelphia trust company 
there has been a 10% reduction of the 
investment items from the total record- 
ed just prior to the formation of its 
Fund. In another case the actual re- 
duction has been 5%. 


Tangible savings in the operation of 
trust departments will enable Trustees 
with common trust funds to handle a 
greater number of small trust accounts 
without any increase in overhead. 
Three Philadelphia trust companies 
estimate that they can handle accounts 
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of $4,000. and $5,000. without losing 
money, if fully invested in their funds. 


Other Benefits 


When all small trust accounts are 
completely invested in a fund, there 
will also be a marked reduction in the 
activities of the Tax Department as the 
completion of the one return for the 
fund will provide all the basic data for 
hundreds of participating trusts. This 
saving would be emphasized with a 
fund on a fiscal year basis as the tax 
computations on all participating trusts 
would be shifted from the rush period 
to the light period in the summer and 
early fall. 


As trusts get fully invested in the 
fund, they are automatically reviewed 
at least every time there is a valuation 
date and this entirely eliminates the 
former individual account reviews. 
Again, the trustee is not going to be 
burdened with the vast amount of inter- 
views and correspondence that are so 
often necessitated through require- 
ments of reinvestment or by reasons of 
a disturbance in income resulting from 
defaults or dividend reductions. 


Flexible Limitation Desirable 


The extent to which any fund can 
now be used is limited by the Federal 
Reserve Board’s restrictions of $25,000. 
per trust. That greater use could be 
made of the funds in Philadelphia is 
indicated by the fact that 22% to 37% 
of the total participating trusts have 
market values in excess of $25,000. 
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One of the questions asked by our 
Chairman (George C. Barclay) in a 
recent survey was whether trustees 
were satisfied with this limitation. 
Out of 12 answers, all but three felt 
that the limitation should be increased 
or that there should be no limit what- 
ever. The three satisfied banks were 
smaller institutions. This re-empha- 
sizes the desirability of ultimately hav- 
ing a flexible limitation which could be 
applied to all banks. This could be done 
by making the limit $25,000 or 1% of 
the Fund, whichever is greater. 


The momentum of the Common Trust 
Fund movement is such that, provided 
we scrupulously adhere to the regula- 
tions, there would seem to be no reason 
why the Federal authorities will not at 
a later date permit an increase in the 
present limitation.* When such a day 
arrives, we can look forward to a busi- 
ness that is going to be eminently eas- 
ier to handle and, by the same token, 
eminently more profitable. At _ the 
same time, we will be able to provide 
a splendid service to our clients and 
our communities. 


In the discussion period following the 
above address, Mr. Whittlesey made the fol- 
lowing observations: 


The major portion of common trust fund 
growth has come from trusts already in 
existence. They are eligible to participate 
so long as they are not restricted as to 
investments. 


In trusts where invasion of principal is 
permitted, investment in a common trust 
fund is ideal since units necessary to pro- 
vide the required amount may be sold at 
the time of income distribution. 


The Pennsylvania Company, which was 
the only one to issue certificates of partici- 
pation in a common trust fund, has recent- 
ly discontinued that practice. 


Sums from large trusts are invested 
in the common trust fund only where it is 
impossible to obtain agreement of the 
necessary parties to some other form of 
investment. 


*Cf. paper by B. Magruder Wingfield on page 
207 of this issue. 
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Common Trust Funds for 
Smaller Trust Departments? 


HE one criterion for determining 

the advisability of creating a com- 
mon trust fund in a bank is: do condi- 
tions in the bank make group handling 
of a number of small trusts easier than 
individual handling, according to Carl 
W. Fenninger, vice president, Provident 
Trust Company of Philadelphia, speak- 
ing at the Mid-Winter Trust Conference 
of the A.B.A. this month. 

“Viewing the question from this stand- 
point,” said Mr. Fenninger, “it is im- 
possible to say that a $500,000 fund is 
satisfactory or that a $5,000,000 is satis- 
factory. It is conceivable that an insti- 
tution might be able to put almost all 
of its accounts into a common trust fund 
so that the work of a trust department 
might be greatly simplified. 

“The questions that come to me about 
the use of these funds in small trust 
departments, indicate that the problems 
are not so much the size of the fund 
that may be used but more as to two 
things, both of which are vital to the 
successful use of these funds. The first 
is the ability of an institution to manage 
a fund under the regulations. The sec- 
ond is the ability of an institution to in- 
vest funds satisfactorily, particularly 
since local securities do not always read- 
ily lend themselves to use in a common 
trust fund. 


“The ability of an institution to oper- 
ate a fund under the regulations involves 
an analysis and understanding of Regu- 
lation F, since unless a fund is operated 
according to this regulation the tax ex- 
emption cannot be obtained. If the ex- 
emption cannot be accomplished then the 
fund becomes impractical because of 
double taxation. 


“The regulation provides that an insti- 
tution operating a fund must maintain 
‘in cash and readily marketable securi- 
ties such part of the assets of the com- 
mon trust fund as shall be deemed by 
the bank to be necessary to provide ade- 
quately for the needs of participating 
trusts and to prevent inequities between 
such trusts.’ 


“The term ‘readily marketable secur- 
ities’ is defined by regulation as denoting 
those which are the subject of frequent 
dealings in ready markets with such 
frequent quotations of price as to make 
(a) the price easily and definitely ascer- 
tainable and (b) the security itself easy 
to realize upon by sale at any time. 

“Tt is evident that so-called local secur- 
ities might not comply with this defini- 
tion and that in order to provide the 
required liquidity, the institution might 
have to go to the ordinary investment 
markets with which it had only a nom- 
inal experience. I should think that this 
question would be one of primary im- 
portance in reaching a conclusion as to 
whether or not you were equipped to 
manage a fund. 

“In the second place, if the liquidity 
provision is not adhered to, the fund 
becomes frozen and unless means are 
found to restore the liquidity ratio it 
would have to be liquidated.” 

Mr. Fenninger cited the many advan- 
tages accruing from the operation of a 
common trust fund, emphasizing partic- 
ularly the diversification advantage 
which is an important problem in the 
individual handling of small trusts. He 
also pointed out that the trust fund 
which had broad discretionary invest- 
ment powers was the ideal type for 
participation in a common trust fund. 

One of the most important reasons for 
excluding mortgages from most of the 
funds in operation today, concluded Mr. 
Fenninger, is that they pose too difficult 
a valuation problem to be practical. 
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A non-fluctuating Investment 


One of the real merits of the Federal savings and loan share 
as an investment for trust or other conservative investment 


is that its principal does not vary in value. 


This is accomplished by investment by the associations in 
mortgages, monthly amortized, upon local homes, and pro- 
visions for adequate reserves, surplus, and undivided profits 


before dividends. The result is uniform withdrawal at par. 


Each investor is insured as to safety up to $5,000 in each 
association by the Federal Savings and Loan Insurance 


Corporation, an instrumentality of the United States. 
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Common Stock and Inflation 


Considerations in the Use of Equities in Wartime 


EDWARD L. MAAS 


NFLATION has been the subject 

of considerable discussion during 
recent years, especially since the out- 
break of war in Europe in Septem- 
ber, 1939.* With prices rising at an 
accelerated rate during recent 
months, persons who depend upon in- 
come from investments naturally vis- 
ualize the possibility of living costs 
continuing to rise, thereby necessita- 
ting a lower standard of living. 
Others, though not dependent entire- 
ly upon the income from securities, 
seek to protect the purchasing power 
of their income, as well as their prin- 
cipal. Many wish to relieve them- 
selves of financial worries which in- 
terfere with their daily work. 

It is against this background that in- 
vestors and investment managers are at- 
tempting to operate, turning attention to 
common stocks as hedges against infla- 
tion. The individual investor seeks to 
protect the purchasing power of income, 
as well as principal. The income bene- 
ficiary of trusts is interested solely in 
protecting the purchasing power of in- 
come, while the remainderman is con- 


*(The term inflation herein used refers to ex- 
tensively rising prices, particularly those affecting 
the cost of living.) 


cerned with protecting the purchasing 
power of principal. Attainment of one 
objective does not necessarily result in 
realizing the other. The fiduciary (es- 
pecially corporate) is forced by court and 
custom to concern himself with dollar 
value, but cost-of-living is of prime con- 
cern to beneficiaries. 


An examination of past performance 
in this respect might be helpful. Assum- 
ing that in the middle of August, 1939 
sufficient foresight of coming events (i.e. 
war and rising prices) was shown, com- 
mon stocks might have been purchased 
from a generally accepted list of so- 
called hedge issues, such as shown in 
Table 1. (See next page. This list is not 
intended to be comprehensive, merely a 
random selection for illustration). 

By examining Table 1 it may be seen 
that if these common stocks had been 
purchased on August 15, 1939 the result 
would not have been gratifying from 
the standpoint of preserving the pur- 
chasing power of principal, as of Jan- 
uary 31, 1942. Losses ranging from 
about 2% to 46% would have resulted in 
thirteen instances, gains in only two 
issues, and one issue unchanged. The 
experience would have been even worse 
had these purchases been made a month 
later, namely, September 15, 1939, two 
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TABLE I—Pre-War Stock Comparisons 


Approximate 
Market Price 

Aug. 15 Jan. 31 Approx. 
_ 


1942 % Change 
Standard Oil Co. of N. J. 40 —2 
Standard Oil Co. of Calif. 35 
Texas Corp. 35 
American Smelting & 

Refining Co. 

Kennecott Copper Corp. .... . 36 
Phelps Dodge Corp. 40 
Aluminum Co. of America ..119 
Aluminum Ltd. waned 
New Jersey Zine Co. ........ 57 
Int’] Nickel Co. of Can. .. 
Climax Molybdenum Co. - = 
Homestake Mining Co. 
Allied Chem. & Dye Corp. 185 
Hercules Powder Co. ....... 
Monsanto Chemical Co. .... “102 
= Carbide & Carbon 


—16 
+6 


—13 

—3 
—25 
—13 
—38 
+18 
—46 


2.00 


—A2 
—16 

—9 
—20 


—20 


rp. 82 1.90 3.0 
{a} Plus stock dividend = 5 common shares for each share held. 


(b) Considering cash —. y. 
(c) Canadian Currenc 
E—Estimated by Hoateot & Poor’s Corp. 


weeks after war was initiated, when the 
prospects of inflation were certainly 
more real. As indicated in Table 2, 
losses would have been recorded in all 
cases, ranging from about 7% to 36%. 
Meanwhile, during this period, the cost 
of living, as measured by the National 
Industrial Conference Board index (1923 
=100) rose from about 85.4 to 94.5, 
representing a 10.6% increase. 


TABLE 2—War Entry and Recent Markets 


Approximate 

Market Price 
Sept. 15 Jan. 31 % 
1939 1942 Change 


Standard Oil Co. of N. J. 52 40 —23 
Standard Oil Co. of Calif. 32 21 —34 
gE 48 37 —23 
American Smelting & 
Refining Co. _-............. 59 
Kennecott Copper Corp. 44 
Phelps Dodge Corp. —-_--- 45 
Aluminum Co. of Amer. _.132 
Aluminum Ltd. —___. 96 
New Jersey Zine Co. ___. 72 
Int’] Nickel of Canada _.. 42 
Climax Molybdenum Co. 49 
Homestake Mining Co. 54 
Allied Chem. & Dye Corp. 197 
Hercules Powder Co. __.. 94 
Monsanto Chemical Co. 109 
Union Carbide & Carbon 
I ipdcicihs kciieatinessttieaeciscssonibs 92 


Yield Record and Prospects 


ROM the standpoint of dividends and 
earnings, the objective, on the whole, 
would have been nearer attainment, and 
have tended to keep pace with the rise 


—32 
—20 
—33 
—21 
—21 

—7 
—36 
18 
—32 
—29 
—28 
—25 


—28 


Dividends 
Per Share 


1939 
1.25 (a) 
10 


Earned 
Per Share 


1939 1941 
3.27 6.00E 
1.38 2.75E 
3.02 5.00E 


4.36 4.75E 
3.14 4.30E 
2.42 2.80E 
19.77 21.00E 
20.57(c) 17.00(c)E 
2.10 4.89 
2.39 2.25E 
4.09 3.50E 
3.54 2.75E 
9.50 11.25E 
3.65 4.23 
4.75E 


4.01 
3.86 4.70E 


Approx. 
% Change 
+84 


Approx. 
% Change 
+100(b) 
+36 
+25 


+17 
+63 
—28 
+49 
+60 

—8 


1941 


it 
. +5 
3.00 sa 


+6 


in the cost of living. The results, how- 
ever, have not been uniform or conclu- 
sive. As compared with 1939, dividends 
were from about 5% to 100% higher in 
1941 on nine issues, from 8% to 28% 
lower on three and unchanged on four. 
Primarily on the basis of current esti- 
mates, earnings during this period were 
from 6% to 100% higher on twelve of 
the stocks, and from 6% to 22% lower on 
four of them. The gain in dividends 
and earnings of the group does not near- 
ly compensate for the loss of principal 
value that would have resulted to date 
from such purchases. It is apparent, 
therefore, that the objective would have 
been reached for the income beneficiary, 
but to the detriment of the remainder- 
man. Under ordinary circumstances, 
this would not appear to represent en- 
tirely sound trust practice. 

It might be argued that the period 
covered is not conclusive and that hence- 
forth the results will be different because 
the inflationary forces have just begun 
to be effective. Therefore, an attempt 
might well be made to appraise the hedg- 
ing prospects of stocks such as those 
under discussion, and to state briefly the 
logic underlying their general accept- 
ance. Usually companies producing read- 
ily marketable commodities have been 
selected, as for example: oil, copper, 
nickel, aluminum, zinc and chemicals 
(including plastics). The thought first 
has been that the price of these commod- 
ities should tend to keep pace with any 
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inflationary trend. In addition, during 
any war period the demand should be ex- 
tensive for such basic commodities, 
thereby causing an expanded physical 
volume. Thus, it has been argued, these 


factors combined should lead to mater- 
ially higher gross sales, as well as higher 
net income and dividends, which, in turn 
should be reflected in higher prices for 
the companies’ common stocks. 


Restrictive Factors 


S far as physical volume is con- 

cerned, due to war requirements, we 
have already seen it expand nearly to 
capacity in these industries. Further 
growth depends upon the extension of 
capacity, which is now being undertaken. 
Contrary to anticipation, however, the 
prices of these commodities have, on the 
whole, risen little, if any, because of gov- 
ernmental policies. Witness the price 
of basic copper output having remained 
pegged at 12c a pound, and in the case 
of aluminum the price was reduced early 
in 1940 to the current level of 15c from 
20c a pound, despite unprecedented de- 
mand. Nevertheless, because of the large 
physical volume, record sales seem as- 
sured for the duration of the war. With 
relatively fixed prices, however, and the 
prospect of higher operating costs, in- 
cluding labor, operating income does not 
seem likely to increase greatly, and may 
even show a tendency to level off or 
decline. 

Aside from these factors, the most 
restrictive influence on net income avail- 
able to stockholders is federal income 
taxes. Based on the 1941 law, after 
$500.000 income in excess of the excess 
profits tax exemption has been reached, 
of everv $1 per share earnings only 28 
cents accrues to the stockholders. Itisa 
foregone conclusion that income taxes 
will be raised. If the total normal tax 
and surtax should be raised from about 
31% to 40%, and the excess profits tax 
from the present maximum of 60% to 
75%, of every $1 per share earnings sub- 
ject to maximum excess profits tax only 
15 cents would accrue to the stockhold- 
ers. It is even possible that eventually 
these rates may be higher and that the 
basis for computing the excess profits 
tax may be lowered. It is apparent that 
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a definite ceiling has been placed on earn- 
ings, and that this ceiling will be low- 
ered seems certain, the extent depend- 
ing largely upon war developments. 
When the war terminates fiscal require- 
ments should be lower, but they may 
still be sufficiently great during the re- 
construction period to indicate the neces- 
sity of comparatively high corporate 
taxes. 


High Cost of Hedging 


NDER the circumstances, the earn- 

ings on generally accepted stock 
hedges do not seem likely to keep pace 
with the cost of living if it continues to 
rise. In the meantime, dividends may 
compare less favorably, as corporations 
may find it necessary to retain a greater 
proportion of earnings in the business 
to finance capital expenditures and to 
meet increased net working capital re- 
quirements. It seems fallacious, there- 
fore, to assume that dividends from stock 
generally are likely to compensate for 
inflation of any magnitude, during the 
war period. 


If this proves to be the case during 
further inflation, reliance on these stocks 
for protection of purchasing power must 
be predicated mainly upon their apprec- 
iation marketwise. The generally ac- 
cepted concept of stock prices is that 
they are the function of anticipated 
earnings and dividends. The above out- 
lined prospects for earnings of dividends 
are probably mainly responsible for cur- 
rent low ratios of prices to recent earn- 
ings and dividends. 


Under these conditions, little reliance 
can be placed on higher prices being mo- 
tivated by the prospect of rising earn- 
ings and dividends. This is not to say, 
however, that stocks under discussion 
will necessarily decline appreciably from 
current levels. In fact, it may be that 
the prospects for earnings and dividends 
are fully discounted and that once they 
are stabilized at some level investors may 
be willing to capitalize them at rates 
which would produce prices higher than 
at present. The tide of war could also 
have an important influence on prices. 


(Continued on page 194) 
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When To Buy and Sell 


A Mathematical, Plan of Trust Investment 


CHARLES F. ZUKOSKI, JR. 
Vice President and Trust Officer, First National Bank of Birmingham, Ala. 


HE Yale plan of investment accord- 

ing to predetermined bond-equity 
ratios, and variations of it, have been de- 
scribed as mathematical or actuarial 
methods of investment management.* 
The fundamental assumption of the 
method is that prices in the stock market 
will continue to fluctuate. The method 
provides for an automatic liquidation of 
stock investments at the time when op- 
timism is likely to become uncontrolled. 
It requires stock purchases when the 
many investors are in the depths of pes- 
simism. It trades upon the basis of the 
averages, buying in the general area of 
lower prices and selling at the higher. 
There may occur so fundamental a 
change in our present capitalistic system 
that the stock averages of the past may 
no longer be a safe guide for the future. 
But this is a hazard to which almost 
every method of investment is subject. 
But it also has the capacity to adjust it- 
self to a more or less permanent change 
in stock averages. 


In essence the plan is a device for con- 
trolling the relationship of bonds to 
stocks in the different phases of the bus- 


iness and stock market cycle. It is an 
attempt to substitute the law of aver- 
ages for individual judgment, with ref- 
erence to the timing of sales and pur- 
chases. It provides for making changes 
in the percentage of bonds and stocks 
by following a predetermined scale for 
selling stocks in a rising market and for 
buying stocks in a declining market. 
The plan endeavors to accomplish in a 
more certain, but unspectacular way, 
what is so difficult of accomplishment 
by judgment exercised from time to time 
under the stress of particular conditions. 
On the basis of a scale agreed upon in 


From address before 1942 Mid-Winter Trust 
Conference. 


*Cf. Tighe, Feb. ’40 Trusts and Estates, 210. 


advance, the balance as between stocks 
and bonds is adjusted so as to purchase 
stocks and increase the percentage of the 
total fund in stocks when they can be 
bought at relatively low prices, and sell 
stocks and decrease the percentage of the 
total fund in stocks when they can be 
sold at relatively high prices, thereby 
tending to increase the fund. 


Determination of “Norm” 


The plan assumes that stocks will con- 
tinue to fluctuate in value above and 
below a selected point on such a stock 
market average as the Dow Jones Indus- 
trial Average, which is the basis of the 
“median line.” A study of the averages 
over the past forty years or more indi- 
cates about 135 on the Dow Jones Indus- 
trial Average as a “normal” positon. 

The success of the plan, however, is 
not entirely dependent upon the selection 
of the normal position. Actual analyses 
covering the last ten years reveal that 
the general scheme is also successful with 
normal positions of 100, 125 and 150 on 
the Dow Jones Industrial Average, with 
150 showing the largest gain. Only the 
degree of principal gain is dependent on 
the selection of the “normal.” 

The next step is to determine what 
percentages of the particular account 
should be invested in “Fixed Income” 
assets and in “Income Dependent” as- 
sets (common stocks, lower grade pre- 
ferreds and speculative bonds). 


In the average trust account where 
common stocks are regarded as desirable, 
a relationship of around 70% in “Fixed 
Income” and 30% in “Income Dependent” 
assets would probably be satisfactory. 
Analyses of the period from 1925 to 
1936 reveal that only a relatively small 
difference in results is obtained from 
base ratios of 80% - 20%, 70% - 30%, 
and 60% - 40%. 





Establishing the “Firing Points” 


The last step in the evolvement of the 
plan is incorporated in making a bracket 
table. This is a predetermined scale 
which indicates when to make changes 
in the relationship of bonds to stocks and 
how much of a change to make. 


BRACKET TABLE 


Dow Jones Per Cent Per Cent Change percen- 

Industrial in in tages as the av- 

Average Bonds Stocks erage RISES, 

216 100 0 but make no 

192 921, 1V, change as it de- 
15 


171 85 clines until it 
152 77Y 22 Y, reaches the me- 


dian line. 
135 70 30 
Read UP from here 
median 
135 Median Line 


Read DOWN from here 
135 70 


118 62% 37%, 


Change percen- 
tages as the 
average DE- 
CLINES, but 
make no change 
as it rises until 
it reaches the 
median line. 


103 55 45 
52, 
60 


90 ATY, 
79 40 

69 30 70 
60 30 70 
52 30 70 


This table takes 135 as a “median 
line” or normal position for the Dow 
Jones Industrial Average and indicates 
changes at approximately 121%4% in- 
creases above this point in the Average 
in a rising market and at approximate- 
ly 1214% decreases under 135 in a declin- 
ing market. As will be noted from the 
table, in a rising market stocks would 
be sold and bonds purchased at the 
points indicated on the left of the scale, 
but no stocks would be purchased or 
bonds sold when the market starts down 
until the 135 level is reached, at which 
time sufficient bonds would be sold and 
stocks purchased to reestablish the base 
ratio of 70% in bonds and 30% in stocks. 


In a declining market, below 135, 
bonds would be sold and stocks purchased 
at the indicated points on the average 
to change the percentages in bonds and 
stocks in the amounts shown. No stocks 
would be sold or bonds purchased when 
the market starts back up until the 135 
level is reached at which time sufficient 
stocks would be sold and bonds purchased 
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to again establish the 70% - 30% rela- 
tionship. After the market has declined 
from 135 to around the 60 level, a sub- 
sequent rise to around the 100 level 
would restore the full beginning value 
of the account, as the bonds sold to pro- 
vide funds to purchase stocks cause lit- 
tle, if any, principal loss, whereas the 
stocks are bought at depressed levels. 


Two Just Assumptions 


Successful functioning is dependent to 
a considerable extent upon holding a suf- 
ficiently well diversified list of common 
stocks so that the value of the stock ac- 
count will bear a reasonably close corre- 
lation to changes in the market average. 
In a rising market, above the 135 level, 
approximately equal amounts of all stock 
items would be sold so that the balance 
in the account would be maintained. At 
all times, however, the operation of the 
plan would, of course, require careful 
supervision of holdings and changes from 
one stock to another, or from one issue 
of bonds to another, without changing 
the relationship of bonds to stocks ex- 
cept at the predetermined points on a 
recognized stock market average. 


A table such as the one illustrated 
would have increased a fund of $100,000 
in 1925 to at least $160,000 in 1941, an 
appreciation of about 60%. Such a cal- 
culation necessarily involves two main 
assumptions: (1) No loss in the bond 
account, and (2) that the stocks held 
fluctuated in value exactly with the Dow 
Jones Industrial Average. It seems rea- 
sonable to expect, however, that if good 
judgment is exercised in selection and 
a reasonable amount of short term high 
grade issues is carried, losses from the 
sale of bonds, to take advantage of a 
low stock market, could be reduced to a 
relatively small amount. It also seems 
reasonable to expect that a well diversi- 
fied list of common stocks would fluctuate 
in value in fairly close relationship to 
the market average. 


I reached the conclusion that the 
“Yale plan” does not take adequate ad- 
vantage of the less spectacular but more 
normal shifts in the level of the stock 
market. It did not establish a bracket 
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table of levels of the stock averages at 
which changes would be made.* 


Elasticity of Application 


The bracket table might well be varied 
for different trusts, such as retention of 
a final minimum of stocks in the higher 
brackets as a hedge against a wildly in- 
flationary market, and even larger per- 
centages of stocks in the lower brackets. 
In fixing the maximum stock percent- 
ages, the probability of dividend reduc- 
tions and discontinuances in times when 
the market is low must be weighed 
against the income requirements of the 
trust. 

Why a median line of 135? Simply 
that it represents about the trend of the 
median of stock averages over a long 
period of time. The higher the medium 
the greater the decline that will occur 
when the stock market averages drop, 
but the greater the gains will be when 
the averages recover. How high the 
percentage of stocks should be will de- 
pend largely on the relative conservatism 
of the account. A percentage as low as 
20% might be adopted. 

The Dow Jones Industrial Average is 
not essential to the plan, but is more 
sensitive. The combined Dow Jones 
Averages, the Standard Statistics 90 
Index, or other averages could be sub- 
stituted. The stocks held in the port- 
folio need not be those of the Dow Jones 
Industrial Average, although it would 
be advisable that they be ones which 
tend to fluctuate similarly. 


Usual Obligations 


One objection has been that better 
results would be achieved under the plan 
if purchases below the median line were 
confined largely to the low point of the 
market swing. Now obviously the pro- 
ponents of this objection realize that the 
low point cannot be precisely forecast. 
Applications of some additional princi- 
ple to the determination of when to buy 
have been suggested as that no stock 
purchases be made unless the Federal 
Reserve Board Index of industrial activ- 


*Further comparisons of this variation with the 
Yale plan and comment on the Vassar control 
plan were made by Mr. Zukoski in his address, 
copy of which will be provided on request. 


a 
VC vesryeur 


For Long-Term Trust Funds 


Federal Insurance Against Loss 
Security. Current rate 3% per 3h 
“Maximum Security” 
OF WASHINGTON 


Featuring: Diversification of Security; No 
Fluctuations in Value; Availability of Principal ; 
(up to $5,000) ; Highest Earnings 

Consistent with High Degree of 

annum. Assets Now Over $10,900,000.00. 

Write for Instructive Booklet Entitled 
SLE A LT A TR 
SAVINGS AND LOAN associaTION 
610 Thirteenth Street, N. W. 
Washington, D. C. 


ity is rising, or that purchases be sub- 
stantially reduced. 


Others have thought it wise to apply 
a test based on the current volume of 
new orders for consumers goods or to 
introduce a comparison of the fair mar- 
ket value of a group of stocks, based on 
estimated future earnings, with market 
values. These refinements, however, re- 
quire the weighing of complicated in- 
tangibles about which no one can have the 
reasonable assurance upon which action 
must be based. They deprive the plan of 
the automatic quality which is its chief 
virtue. 


Extra Work—and Basic Change 


The stock market average may fluc- 
tuate rapidly and as it approaches a 
change point one must be ready to act. 
One would have to appraise the value of 
the two classes of assets held in the ac- 
count, calculate what amount would have 
to be shifted from bonds to stocks should 
103 be reached, and where the funds for 
the purchase could be provided. If a 





*As of December 31, 
1941 
* 
CURRENT DIVIDEND 
3% PER ANNUM 


e 
TOTAL RESOURCES 
$3,654,343.40 
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MORE THAN $1,120,000* 


in Trust Funds 


are now invested in our 


INSURED INVESTMENT CERTIFICATES 
by more than 50 Banks and 


Trust Companies 


Informative booklet and Statement of Financial Condition sent on request. 


QUAKER CITY FEDERAL SAVINGS & LOAN ASSOCIATION 


1427 WALNUT STREET, PHILADELPHIA 


number of accounts were using the plan, 
the work would be multiplied. In a time 
when personnel shortages are probable, 
this is a real difficulty. The plan would, 
however, seem well adapted even in such 
times as these to a common trust fund 
or to larger individual trusts. As ex- 
perience was gained, standardization of 
bracket tables and routines for prepara- 
tion of necessary data would result. 


A more serious objection presupposes 
the occurrence of some permanent change 
in the stock market median. What if 
the Dow-Jones Industrial Average should 
decline to 90 or 69 and remain in that 
range without ever recovering to the 
135 selling point? A more or less perm- 
anent depreciation in value might result. 
There are several answers to this. One 
expecting this trend might, without fear 
of a substantially worse outcome, fix his 
original median line well under 135. On 
the down side of the average, additional 
stocks would be in process of purchase 
at progressively lower prices. Or the 
“constitution” might be amended; upon 
sufficient evidence of fundamental 
change, the median line might be sub- 
sequently lowered—or raised—to bring 
about sales and realization of gains at 
lower brackets. 


Actuarial Force and Discretion 


The plan leaves the trustee full dis- 
cretion with respect to the items to be 
held, merely requiring that, in place of 
attempting to forecast fluctuations in 
the market, the trustee use a scale which 
will tend to produce good results no mat- 
ter how the fluctuations may go. 


With due deference to those who main- 
tain there is no substitute for individual 
judgment, the satisfactory timing of in- 
vestment purchases and sales is all but 
impossible, except upon some predeter- 
mined plan. Without such a plan, sales 
tend to be made in periods of depression 
and pessimism, purchases when the out- 
look is bright and prices are high. 

In putting the plan into operation, it 
is essential first to segregate from the 
portfolio all non-marketable items. If 
these consist of real estate, local stocks, 
or other equities, they should of course 
be considered in determining the bond- 
stock ratio. It is highly desirable that 
transactions at once be undertaken which 
will fix the ratio as between market value 
of bonds and market value of stocks 
called for by the bracket table at the 
level of the averages then prevailing. If 
that is somewhere between change 
points, the ratio may be approximated. 
Success of the plan depends upon its 
“thermostatic” operation; it will not do 
to vary from the predetermined form- 
ula simply because we have hopes or 
doubts at a particular time. The plan 
is literally actuarial and must be so 
applied, devised as it is to take mathemat- 
ical advantage of fluctuations in the mar- 
ket as they occur. 

We have had the plan in operation 
in our institution covering a number of 
trusts for a little over a year, not long 
enough experience upon which to base 
conclusions, but the plan has had the 
enthusiastic approval of a number of 
beneficiaries of better than average bus- 
iness judgment and has been the basis 
of a closer understanding with them. 
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Investment Program and Advantages 
of Common Trust Funds 


E. A. STUEBNER 
Vice President, Fidelity-Philadelphia Trust Company, Philadelphia, Penna. 


F IVE trust companies* in Philadel- 
phia are operating discretionary 
common trust funds. As of Dec. 31, 
1941, these funds held securities having 
an aggregate market value of $37,501,- 
015, ranging from $1,621,756 to $15,- 
606,017 each. A total of 3,622 indivi- 
dual trust accounts were participating 
in these funds, the average being $10,- 
353. 


Using market prices as of Dec. 31, 
1941, these funds showed an average de- 
preciation of 5.61% from original unit 
values (range: 6.40%-4.20%), and an 
average depreciation of 4.72% from the 
average cost of units now outstanding 
(range: 6.35%-3.52%). It should be re- 
membered that the general trend of se- 
curity prices has been downward 
throughout the period in which these 
funds have been operating. 


Actual earnings produced by these 
funds during their latest respective fiscal 
years were equivalent to a return of 4% 
on the average cost of the units repre- 
sented (range: 4.56%-3.50%). The es- 
timated return now being produced by 
these funds, based on the current mar- 
ket value of their combined portfolios, is 
about 4.41% (range 5.40%-3.75%). 


In the next column is a composite sum- 
mary of the diversification of these funds 
as of Dec. 31, 1941. 


Diversification Advantage 


The common trust fund offers small 
trust accounts a number of advantages, 
the most important being a broad diver- 
sification of security holdings. Under 


From address at Symposium on Common Trust 
Funds, Mid-Winter Trust Conference, A. B. A., 
Feb. 4, 1942. 

*Named in the order in which they established 
their funds (from Dec. 1, 1939 to Jan. 1, 1941): 
Girard Trust Co., Pennsylvania Co. for Insurance 
on Lives & Granting Annuities, Fidelity-Philadel- 
phia Trust Co., Provident Trust Co. and German- 
town Trust Co. 


current wartime conditions, diversifica- 
tion assumes added importance and 
should be the keystone of any investment 
policy. There are 108 securities repre- 
sented in our fund at the present time. 
We have maintained a schedule of care- 
fully spaced maturities in our bond hold- 
ings which consist of 7 United States 
Government and 24 corporate issues. The 
fund also holds 32 different preferred 
stocks and the common stocks of 45 com- 
panies engaged in 16 separate lines of 
industry. In moderate sized trust ac- 
counts it is impossible to achieve such 
diversification. 


I cite a specific example of the benefits 
of such diversification in a declining 
market. The largest depreciation shown 
by any commitment in our fund as of 
Dec. 31, 1941, was in a block of 1,600 
shares of the common stock of one of 
our largest, strongest, and best managed 
industrial companies. At the closing 
price of the year, the depreciation in this 
holding amounted to $20,168, equivalent 
to about 2%c per participating unit. The 
pro rata share of a trust, owning the 


% of Total Range 
37.5—64.5 
18.4—46.0 
0 —448 
1.4— 7.4 
8.0—14.5 
1.2— 6. 


To te os 28.6 
Canadian Govt. 
Railroad 
Public Utility 
Industrial 
Preferred & Guaranteed 
Stocks 
Railroad 
Public Utility 
Industrial 
Financial 
Common Stocks 
Railroad 
Public Utility 
Industrial 
Bank, Insurance & 
Financial 
Principal Cash 


16.2—30.6 
0o— .7 
4.1—12.7 
8.5—21.7 
0— 6 
16.6—34.0 
0 — 33 
1.2—10.1 
13.6—23.7 


0 — 3.0 
0 —11.6 
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maximum participation of $25,000, in 
this shrinkage in principal value amount- 
ed to only $64.25. On the other hand, 
if we had purchased 50 shares of the 
same. stock for an individual trust of 
moderate size, at its average cost in the 
common trust fund, the depreciation on 
such a holding would have amounted to 
$629.25, as of Dec. 31, 1941. 


Flexibility 


The common trust fund enables the 
trustee to follow a flexible investment 
policy. Regardless of the elements of an 
institution’s investment policy or how re- 
sponsive it is made to changing market 
and economic conditions, it can be ap- 
plied with facility to hundreds of trust 
accounts by means of the common trust 
fund. 


During the period of growth, when 
substantial amounts of cash are being 
added to the principal of the fund on each 
valuation date, the make-up of the port- 
folio can be altered considerably without 
the necessity of changing any of the 
present holdings. Such periodic addi- 
tions to principal also result automati- 
cally in the purchase of securities at a 
variety of price levels. 


The common trust fund also makes it 
possible for the trustee to take advan- 
tage of unusual market opportunities. 
For several days following the attack on 
Pearl Harbor, a large volume of selling 
caused a sharp drop in the general level 
of security prices. The weakness in many 
issues was of short duration and by the 
end of that week many of them had re- 
covered almost the entire amount of their 
earlier losses. We actively bought se- 
lected securities for our common trust 
fund on several days immediately after 
the attack and we were also successful 
in making advantageous purchases in 
many of our individual trust accounts 
during that period. However, in other 
accounts in which we must obtain the 
approvals of co-trustees or interested 
parties, by the time we had received the 
necessary authorizations the securities 
recommended had recovered to levels 
which we no longer considered attractive. 


We have also been able to take advan- 
tage of buying opportunities in particular 
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issues from time to time. Some desir- 
able securities are very closely held and 
are usually available only in odd lots. 
At infrequent intervals blocks of some 
of these issues come into the market. 
The fact that such securities are often 
offered by telephone for immediate ac- 
ceptance, does not handicap us in pur- 
chasing them for our common trust fund. 
The time element alone precludes the con- 
sideration of such offerings for most of 
our individual trust accounts, particul- 
arly those in which we must consult co- 
trustees or interested parties. 


The common trust fund permits care- 
ful timing in the purchase of securities, 
particularly common stocks. Most of our 
common stocks have been acquired on a 
scale down during periods of market 
weakness and in limited amounts at any 
particular price. In purchasing 50 
shares of a medium priced stock for an 
individual trust, it simply would not be 
practical to buy it in units of 5 shares 
on a declining scale; yet the participating 
trusts in our common trust fund have 
had the benefit of just such a procedure. 


Uniformity 


Participating trusts are given the ad- 
ditional advantage of the execution of 
transactions at uniform prices. In car- 
rying out a recommendation of our trust 
investment advisory committee for the 
general purchase or sale of a given se- 
curity, those trusts which act promptly 
usually do so at a more favorable price 
than those accounts in which there is a 
delay. The common trust fund is in a 
position to act immediately on _ such 
recommendations and, even if it is neces- 
sary to execute them in piecemeal fash- 
ion, the effect is the same on all partici- 
pating trusts. 


One note of caution should be sound- 
ed. An audited report of the common 
trust fund must be issued to interested 
parties annually, containing a list of the 
security holdings at the end of the pe- 
riod, as well as a record of all purchases 
and sales made during the past year. 
These reports inevitably become a mat- 
ter of public record. If particular trans- 
actions have worked out advantageous- 
ly in the common trust fund, the trust 
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99th Semi-Annual 


Statement of Condition 
December 31, 1941 


Pomona First FEDERAL SAavincs & LOAN ASSOCIATION 


RESOURCES 


First Mortgage Loans _....._. 
Secured Loans to Investors ___..... 
Real Estate Owned 
Office Building, Furniture, 
Equipment lar ol 
Investments & Securities _________. 
Other Resources —....._......._._. 
Cash on Hand and in Banks __. 


_....-. $4,860,098.78 
5,643.96 
102,776.00 


37,696.33 
75,000.00 
2,256.63 
159,128.39 


TOTAL RESOURCES ____.... $5,242,600.09 


LIABILITIES 
Savings and Investment Share 
Accounts aa . | 
Advances from Federal Home 
Loan Bank 
Mortgage Loans in Process 
Other Liabilities 
Specific Reserves 
General Reserves 
Undivided Profits 


TOTAL LIABILITIES 


The 99th consecutive semi-annual Dividend, compiled at the rate of 
3'4o% per annum was distributed to our members December 31st, 1941. 


As a Legal Investment, we invite the funds of Trusts and Estates. 


POMONA FIRST FEDERAL 


SAVINGS & LOAN ASSOCIATION 


260 South Thomas Street 


company may be placed on the defensive 
by parties interested in other accounts 
inquiring as to why similar transactions 
were not made in their trusts. Accord- 
ingly, it would appear desirable that the 
portfolio of the common trust fund and 
the changes made therein should reflect 
the trust company’s investment policy, 
applied generally to all trust accounts. 
Moreover we should purchase in our com- 
mon trust fund only such securities as 
have been approved, often considering 
both intrinsic soundness and marketabil- 
ity, for purchase generally in accounts 
of similar size and character. 

We believe our common trust funds in 
Philadelphia are fulfilling a most useful 
purpose by enabling us to render better 
investment service to our smaller trust 
accounts than has heretofore been pos- 
sible. 


Answering questions after presenting the 
above paper, Mr. Stuebner made the follow- 
ing comments: 


Pomona, California 


There is no extra compensation for ad- 
ministering a common trust fund. The fi- 
duciary’s compensation is based on the 
income paid to the individual trust. 


Premiums on bonds are not amortized 
although that is permitted under the Penn- 
sylvania statute. It is hoped that the 
premiums will over a period of time be off- 
set by discounts and profits in the sale of 
stocks. 


A common trust fund restricted to legal 
investments would not be of great value 
either to the trust institution or the bene- 
ficiaries because of the scarcity of legal 
investments with a good yield. For the 
small legal trusts, Series G 242% defense 
bonds would be ideal for reinvestment of 
proceeds. 


Mortgages are permissible for common 
trust funds under local law, but only one 
of the Philadelphia plans allows it and that 
bank has not as yet purchased any because 
of operating difficulties. 





Defense and the Investor 


Virtually all phases of our economy 
except capital have been marshalled and 
organized for the war effort, according 
to Ganson Purcell, S.E.C. Commissioner. 
In his address before The Economic 
Club of Detroit, before he was appointed 
chairman, Mr. Purcell declared: “That 
there is no shortage of capital ahead 
of us is a very debatable point, when 
one considers the enormous cost of our 
defense effort. Although we may never 
need a levy on capital in this country, 
it seems most unwise not to initiate now 
some temporary measures of conserva- 
tion and direction of capital usage be- 
yond that which can be attained solely 
_ by allocation and priorities of materials.” 


There is a temptation today, because 
of low interest rates, to refund outstand- 
ing debt issues, the Commissioner con- 
tinued. But corporations could actually 
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reduce, if not completely eliminate debt 
from their corporate structures. If this 
is not done voluntarily, the Government 
should be in a position to require that 
it be done wherever refinancing plans are 
in process. This function is already per- 
formed in connection with the vastly im- 
portant public utility industry. 


“It may be more practicable as a mat- 
ter of national policy to seek investment 
in the defense effort directly from the 
corporations themselves rather than from 
the individual security holder in the cor- 
poration,” Mr. Purcell suggested. ‘“Eng- 
land has apparently found it advisable 
to bring about effective limitations on 
dividend payments. Corporate reserves 
created out of undistributed profits 
could be invested either in the senior 
securities of the corporation for current 
or subsequent retirement, or in govern- 
ment bonds as a direct investment in the 
defense effort, except of course where 
it is necessary to plow back such 
reserves into defense production. 
It may also prove wise to insist 
that corporate salaries be rea- 
sonably restricted. Thus corpora- 
tions would have a very impor- 
tant cushion of protection in the 
inevitable period of trial when 
they will have to redirect their 
activities to peacetime produc- 
tion.” 


(Continued from page 186) 


In this light, the best invest- 
ment procedure probably is to 
forget about hedging against in- 
flation, which idea to date has 
proved so costly to many. In pur- 
chasing stocks selection, price 
and timing are essential ele- 
ments for success. The applica- 
tion of proven investment prin- 
ciples, such as attempting at all 
times to measure the risks in- 
volved and to buy stocks that ap- 
pear to represent value in rela- 
tion to assets and earnings, 
should be helpful. This task is 
sufficiently difficult, without in- 
jecting the elusive and unpredict- 
able factor of inflation. 
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Review and Analysis of Trust Investments 


Suggested Procedure for Smaller Trust Departments 


WALTER KENNEDY 
Vice President and Trust Officer, First National Bank of Montgomery, Alabama 


O obtain first-hand information con- 

cerning policies and practices of 
small and medium size trust institutions 
with respect to the review and analysis 
of securities, I sent out questionnaires 
to fifty institutions and obtained a grati- 
fying number of replies.* Some of the 
conclusions that may be drawn from the 
answers are summarized as follows: 


1. Committees for the review of in- 
vestments range from three to twelve 
members, with five to seven being the 
most popular number. 

2. Approximately 75% of the institu- 
tions questioned have non-officer direc- 
tors as members of the review committee. 


3. In most instances the review com- 
mittee meets weekly; however, a few in- 
stitutions report that they meet bi-week- 
ly only, and one or two state that they 
meet only once a month. 


4. It appears that the length of invest- 
ment committee sessions extends from 
one to three hours, an hour and a half 
being the time most frequently reported. 

5. Approximately half of the report- 
ing institutions review every account 
more than once a year. Many others re- 
port that some accounts are reviewed 
more than once a year. 


6. The number of employees engaged 
full time in trust investment analysis 
work in institutions with less than 20 
millions of trust assets is seldom more 
than two, with most institutions report- 
ing some employees devoting part time 
only to such work. 


7. At least two investment services are 
used by practically all institutions re- 
ported on, but only about 25% reported 
more than two. 


From address before Mid-Winter Trust Confer- 
ence, A. B. A., Feb. 4, 1942. 

*See also research studies by Gilbert Stephen- 
son, and “The Periodic Review of Personal Trust 
Accounts,” by Richard A. Sanders, thesis avail- 
able in the A. B. A. library. 


8. Only a third of the questionnaires 
showed that the investment committee 
members are given copies of the review 
sheets and other recommendations of the 
investment unit prior to the committee 
meetings. 

9. Very few of the institutions conduct 
their account reviews on a calendar 
schedule. 


Officer - Directors 


In our institution we found that it was 
not practical to expect directors who are 
engaged in other businesses to attend the 
frequent meetings which our trust in- 
vestment committee holds. Having our 
committee composed entirely of officers, 
we have no difficulty in obtaining a quor- 
um, and it is also possible to call special 
meetings without previous notice. 


To prevent the necessity of reading 
the long detailed minutes of our trust 
investment committee at meetings of our 
board of directors, we send copies of all 
such minutes immediately after the com- 
mittee meeting to each member of the 
board. Our practice of having a senior 
committee of directors to dictate broad 
general policies and a junior committee 
which conducts the actual review of se- 
curities is followed by a great many me- 
dium sized trust institutions. 

The review of a particular issue is sim- 
plified by maintaining an investment 
folder for each security issue. This 
folder contains all the financial state- 
ments, periodical clippings, investment 
service bulletins and other information 
that can be collected with reference to 
the issue. It also contains a summary 
sheet on which is posted the amount of 
the issue and other such facts and on this 
sheet the earnings are also periodically 
posted. The correspondence concerning 
the issue is likewise bound and kept in 
this folder. This system has been very 
helpful. 
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Double Check 


Our reviews by account are conducted 
on a calendar schedule to coincide with 
customers statements. This not only as- 
sures the reviews being conducted with 
regularity but also permits certain in- 
formation such as the current value of 
assets to be used for statements and fee 
calculations. Most trust institutions also 
conduct a systematic review of securities 
by issue. Such review is perhaps even 


more important than the review by ac- 
count, since it is possible when review- 
ing issues to go more into detail concern- 
ing the soundness of a security than is 
usually possible when reviewing accounts. 


It is obvious that when an issue is held 
in only one or two accounts it may 
go unreviewed for many months unless 
it is included in a review by issue. If, 
on the other hand, trust investments are 
reviewed only by securities, then it is 
possible for certain securities to go un- 
reviewed for a year, which would be still 
worse. Therefore, a good job requires 
review both by issue and by accounts. 


In small institutions which do not have 
extensive investment organizations, there 
is a tendency to invest in securities of a 
local nature concerning which the banks 
have rather an intimate knowledge. I 
see no objection to purchasing local se- 
curities, particularly sound mortgages, 
if the investment is good in every respect. 
The principal objection is that there are 
usually not enough of such acceptable se- 
curities to go very far in filling the trust 
institution’s investment requirements, 
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and secondly that such issues usually 
have a very limited market and even 
though they are sound may become a 
frozen asset through lack of ready pur- 
chasers. The question of geographical 
diversification also enters the picture and 
it is obvious that an account with a pre- 
ponderance of local investments is poor- 
ly balanced. We have also found that it 
is usually difficult for our investment de- 
partment to get frequent and reliable 
information on securities of local con- 
cerns. 


Agenda 


It is suggested that the trust invest- 
ment committee at each regularly sched- 
uled meeting follow a prescribed order 
of business such as the following: 


1. A report of security purchases and 
sales since the last meeting. 
2. Discussion of current investment 
news and developments. 
. Review of approved lists. 
. Industry reviews. 
. Review of issues. 
. Review of accounts. 
. Consideration of new offerings. 
. Study of funds available for invest- 
ment. 


If all these topics are to be considered 
in a single meeting, which should prob- 
ably not consume more than two hours, 
it is obvious that committees can func- 
tion more efficiently and intelligently if 
the agenda for the meetings and the 
recommendations of the investment an- 
alysis unit are delivered to the members 
of the committee in writing prior to the 
meeting. This is particularly necessary 
for the review of trust accounts. Nearly 
all institutions use some form of special- 
ly prepared review sheets for this pur- 
pose.* 

While the publications and services of 
the various financial publishing compan- 
ies necessarily play an important part in 
investment analysis, the trust institution 
cannot delegate its investment responsi- 
bility to a third party nor can it afford 
to follow recommendations and reports 
blindly without exercising its own inde- 

*See “Handbook for the Review and Survey of 


Trust Securities,” published by Trust Division, 
A. B. A., in 1930. 
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pendent judgment. And although in- 
vestment rating systems perform a use- 
ful function, it must be remembered that 
they follow rather than anticipate market 
action that determines security prices. 
Therefore, ratings cannot be substituted 
for intelligent judgment based upon eco- 
nomic research.** 

Upon the review of an account, the 
committee should have before it a sum- 
mary of the various classes of assets 
held in the account, showing the diversi- 
fication by percentages. There should 
be attached a detailed list of the holdings 
with the latest current information on 
each item and a recommendation as to 
whether each asset is to be retained or 
disposed of. The current information on 
the review sheet and the investment 
folder on each issue should also be read- 
ily available at the meeting in case de- 
tailed information is desired by the com- 
mittee. And similarly with the review 
of securities by issues. 


If the real advantage of group judg- 
ment is to be obtained, senior officers 
should be careful not to dominate com- 
mittee meetings to the extent that jun- 
iors become “Yes Men.” Someone has 
suggested using the Army Court Martial 
System, under which the junior officer 
present votes first on all questions and 
the voting proceeds progressively to the 
highest ranking officer, thereby prevent- 
ing the votes of seniors from unduly in- 
fluencing their subordinates. 


Keeping the Minutes 


It is a worthwhile ideal to attempt to 
review each account in just as thorough 
and conscientious a manner as we would 
be apt to do if the customer were per- 
sonally present. Sometimes reviews be- 
come too routine and mechanical. The 
fact that the minutes recite a long list 
of trust accounts or issues reviewed at a 
single meeting is prima facie evidence 
that the review was superficial. 


Regulation F requires minutes to be 
kept of all trust investment committee 
meetings. In our bank, the secretary of 
the trust investment committee in addi- 
tion to writing the minutes of all meet- 


**Sept. 1938 Trust Companies 301. 


F, iduciary Service in 
W estern M assachusetts 


This Bank, through over fifty years 
of experience, is well qualified to act 
in all matters of trust administration 
and invites correspondence from 
other banks and bankers. 


Springfield Safe Deposit 
and Trust Company 
Springfield, Mass. 


Member Federal Deposit Insurance Corporation 


ings, prepares a summary of the min- 
utes in the form of a check list. This 
summary is presented to the vice presi- 
dent in charge of the trust department, 
who assigns each of the items on the list 
to some specific officer by placing the of- 
ficer’s initials opposite the items. Each 
officer is given a copy of the check list 
and the secretary retains the master 
copy. As the items are handled, the of- 
ficer places his initials opposite them and 
returns the list to the secretary, who 
marks the items off the master copy. 

In conclusion, I would recommend that 
the policies of your trust investment com- 
mittee be reduced to writing.* Then, 
keep complete minutes and pray that you 
will never have to produce them in court. 


*See Decker, “Pattern for Trust Investments,” 
Feb. 1941 Trusts and Estates 189. 


Dividend Trend Upward 


The year 1942 will be one of the best for 
dividend income that stockholders have ever 
seen. More than 620 common stocks listed 
on the New York Stock Exchange had de- 
clared dividends through December 15—by 
far the largest number in the history of 
the Exchange. The yields on these stocks 
are now at the highest levels in nine years. 


It is the general consensus that corporate 
profits next year probably won’t be up to 
current levels, partly because of a heavier 
tax burden; but in many instances present 
dividends could be cut in half and the yield 
offered would still be generous in compar- 
ison to the current yields on most other 
forms of investment. 
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1941 Dividend Record 


In 1941 the aggregate amount of divi- 
dends paid on common shares listed on the 
New York Stock Exchange was exceeded 
only by the years 1929, 1930 and 1937. Dis- 
bursements amounted to $2,280,654,000—up 
8.4% from 1940, but still 16% below 1929’s 
all-time high. 

Despite higher dividends at the year end 
stocks sold at the lowest price-earning ratio 


since 1932, the average yield being ‘7.6, 
based on 1941 dividends and prices as of 
Dec. 31. This average yield included stocks 
on which no dividend was paid. Consider- 
ing dividend payers alone, the average 
yield was 9.3%. 


The results by industries were as shown 
in the accompanying table. 


DIVIDEND PAYMENTS IN 1941 OF COMMON STOCKS 
LISTED ON THE NEW YORK STOCK EXCHANGE 


No. of 
Issues 


ES SESS Pe ea ee 
I a ta 
Aviation 

Building 

Business & Office Equip. —....- 
| 7 ees Eee ee 
Electrical Equipment 

Farm Machinery 

NNN ea EN a eee 
Food __ 

Garment 

Land & Realty 


Machinery & Metal 

Mining 

Paper & Publishing 

Petroleum 

Railroad 

Retail Merchandising 

Rubber & Tire 

Ship Building & Operating 

Shipping Services 

Steel, Iron & Coke 

Textile 

Tobacco - 

All Public Utilities 

U. S. Cos. Oper. Abroad 

Foreign Companies 

Other Companies 
Totals 


Canadian Dividends 


Total dividend payments by Canadian 
companies as estimated by the Financial 
Post show a drop for January and Febru- 
ary 1942 over comparable periods last year. 
January saw a decline of only $74,000 but 
February is estimated to be down $1,100,000 
from $10,655,895 in the corresponding 
month a year ago. 


Number 
Paying 


Estimated 


Av. % Yield 
All Stocks 
(Median) 


Total 
Amount Paid 
Div. (Thousands) 


8 $13,683 
44 252,463 
12 47,472 
18 28,409 

9 17,100 
60 259,493 
13 65,932 

5 24,710 
25 56,701 
45 131,040 

2,835 
209 
12,163 
87,964 
111,873 
14,463 
233,371 
160,640 
127,420 


% Change 
From 1940 
412.1 
+ 6.8 
+66.1 
+15.3 
420.5 
+ 6.9 
—13.4 
427.1 
— 13 
+10.9 
+ 9.0 
—36.1 
+10.9 
+11.0 
+12.8 
+12.6 
+ 22.2 
412.1 
— 3.9 

13,518 +93.6 

7,727 +76.6 

300 — 
113,364 449.7 
19,760 +32.0 
73,696 — 5.9 
310,817 — 6.4 
35,933 +10.9 
51,453 — 0.2 
6,145 + 7.4 
$2,280,654 + 8.4 


Private Finance and the War Effort 


“New corporate capital supplied by pri- 
vate markets through stock financing totaled 
$168,461,000 in 1941 and new corporate 
bond capital amounted to $868,854,000,” ac- 
cording to the lead article in the February 
1942 issue of The Exchange, official publi- 
cation of the New York Stock Exchange. 
This was higher than in any year since 1937. 
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Where There’s A Will... 


EORGE Herbert Jones, who started 

his business career as an office boy, 
and later became one of the founders of 
Inland Steel Company of Chicago, died 
recently and left the bulk of his estate, 
estimated at $1,000,000, in trust. Ac- 
cording to the First National Bank of 
Chicago, executor and trustee, Mr. Jones’ 
estate which will ultimately go to char- 
ity, consists primarily of stocks, bonds 
and cash. After many specific bequests, 
the bulk of the estate was left in trust 
for his daughter, the remainder going 
to such charities as may be directed by 
the Chicago Community Trust. 

Mr. Jones came to America from Eng- 
land when he was 15 and worked as an 
office boy with Hall, Kimbark and Com- 
pany, iron merchants. In 1893 he helped 
organize the Inland Firm, one of the 
world’s largest independent steel pro- 
ducers, subsequently becoming its second 
president. At the age of 65 he founded 
the Hillside Fluorspar Mines, and at 71, 
the Pershing Quicksilver Company. 

His first important philanthropy was 
a gift of $800,000 to establish the George 
Herbert Jones Laboratory for Chemical 
Research at the University of Chcago. 
In 1936 he inaugurated gifts which fin- 
ally aggregated about $3,000,000, now 
being used for the construction of a hos- 
pital on the Chicago campus of North- 
western University ... 

* * * 


We are constantly running across 
cases where some benevolent old person 
leaves the sum and substance of his 
worldly goods in trust for his cat or 
dog, or to an individual with the stip- 
ulation that it be used for the support 
and maintenance of the animal to which 
the testator had become attached. It is 
extremely important in all trusts of this 
type that the trustee keep in close touch 
with the situation and periodically sat- 
isfy itself that the animal is still alive. 
Often when the trust instrument directs 
the income be paid to some individual 
for the care of the animal, the tempta- 
tion and opportunity to extend the trust 
beyond the life of the animal should ‘be 
guarded against. 


In this connection an interesting story 
was passed along to us recently about a 
man who created a $5,000 trust, direct- 
ing the trustee, in this case a well known 
New England bank, to pay his widow 
the income as long as the decedent’s 
parrot was alive and in her care. Re- 
cently a special guardian, appointed by 
the Probate Court to examine the trus- 
tee’s accounts, filed a lengthy report 
stating that he had no way of checking 
that the present parrot is the parrot left 
by the decedent. He stated that he saw 
evidences that a different parrot had been 
substituted. A growth in the bird’s 
neck, which he claims was not there 
when he had previously acted as a spec- 
ial guardian, had aroused his suspicions. 
The Court, however, disregarded the re- * 
port and allowed the account... 

In 1929 a trust of $30,000 was created 
to take care of three dogs. They were 
left in the care of a former servant of 
the decedent, income to be used for their 
care and maintenance. Inasmuch as the 
dogs were located in Canada, the trustee 
had the postmaster of the town examine 
the dogs each year and take a photo- 
graph of them, and report in the form 
of an affidavit that they were the same 
dogs and still alive. The last of the 
three dogs died recently, and the same 
New England trustee has distributed 
the trust to a charity... 

* *% * 


The Commercial Trust Company of 
Jersey City was appointed executor of 
the estate of the late Frederick Mundt, 
president of Charles Mundt and Son, 
manufacturers of perforated metals. 
The plant was founded by Mr. Mundt’s 
father, Charles Mundt, a pioneer in the 
industry. The factory is now engaged 
in the manufacture of gas masks for the 
government... 


The Girard Trust Company, Philadel- 
phia, is co-executor under the will of 
Edward Powell, textile and knitting man- 
ufacturer. A $100,000 trust was created, 
the income to be used for cash awards 
each four years to the Philadelphian 
who has done most for manufacturing 
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and commerce. The money was left to 
the City of Philadelphia as trustee. The 
Powell estate is upwards of $200,000... 


* * * 


Looking back at the many interna- 
tional episodes that transpired prior to 
our entry into this war, we don’t find 
many as interesting and amusing in the 
light of subsequent events as the action 
of Superior Judge Charles A. Walsh of 
Providence, R. I., who on May 6, 1941 
refused to transfer bequests totaling 
$20,000 to two Italian towns because he 
felt that “they might be turned against 
the bodies of American boys.” Virgilio 
Gayda, famous Italian journalist, writ- 
ing in “Il Giornale d'Italia,” said that 
the Judge’s action was an “undemocratic, 
warmongering act.” 

“Judge Walsh knows very well,” wrote 
Signor Gayda, “that the Axis does not 
ask anything of the United States, and 
does not plan any war against the United 
States people. His fear, therefore, can 
be inspired only by bad conscience, by 
the belief that the United States is al- 
ready at war with Germany and Italy.” 
. . . Bad conscience or not. it is quite 
evident that the Judge had just a bit 
more foresight than Signor Gayda whose 
feelings were so badly hurt. Someone 
ought to tell probate judges to be 
more considerate of the sensitive feel- 
ings of Il Duce’s loyal henchmen. Evi- 
dently they hurt very easily... 

* * *% 


Dr. Thomas Adams Woodruff, widely 
known ophthalmologist, appointed the 
Phoenix State Bank and Trust Company 
of Hartford, Conn. executor of his es- 
tate. A practicing physician for more 
than fifty years, Dr. Woodruff completed 
a successful 23-year career as an eye and 
ear specialist in Chicago before com- 
mencing his ophthalmological work in 
New London, Conn., two decades ago. 
He was a former vice president of the 
American Medical Association and was 
the author of several books and papers 
on eye diseases... 

Lord Lothian, British Ambassador to 
Washington at the time of his death 
about a year ago, left an estate of nearly 
two million dollars. Names of the heirs 
were not disclosed. Successor to the 
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title of Marquess of Lothian was Peter 
Francis Walter Kerr, a twenty year old 
cousin .. . Margaret M. Flannery, for 
years a cleaning woman in private homes 
and downtown New York office build- 
ings, left a net estate of $42,451... 
while Jesse Lauriston Livermore, the 
“boy plunger” who made and lost several 
fortunes in Wall Street, left an estate 
with a deficit of $361,011.64, according 
to a transfer tax appraisal recently filed 
in the New York Surrogate’s Court... 


Trustees of Paul Smith’s College in 
Malone, N. Y., have decided to use the 
income from a $2,500,000 trust fund 
created by Phelps Smith in 1937 for aid- 
ing students of other institutions rather 
than establish a junior college as directed 
in the will. The majority held that the 
estate produced insufficient income for 
establishment of a college and that pro- 
visions of the will would be satisfied by 
opening buildings already on the Smith 
grounds to scholarship holders for one 
month of study each summer... The 
Children’s Seashore House at Atlantic 
City, N. J., an institution for invalid 
children, conducted by a group of Phil- 
adelphia philanthropists, will receive 
$4,133,458 from the residuary estate of 
Mrs. Mary Disston Roberts. The money 
will be used for the construction of a 
fireproof building or wing to be named 
in memory of Mrs. Roberts’ husband, 
Peter Williamson Roberts... 


* * * 


The London and Western Trusts Com- 
pany of Winnipeg, Manitoba, is co-exec- 
utor of the estate of Elbert W. Kneeland, 
Winnipeg grain merchant and industrial- 
ist. A former president of the Winni- 
peg Grain Exchange and a member of 
the Montreal Stock Exchange, Mr. Knee- 
land was president and director of the 
Kneeland Grain Company and associated 
with a number of other Canadian firms. 


Washington, D. C.—National Savings and 
Trust Company officials recently observed 


the company’s 75th anniversary. In 1891 
the bank established a trust department 
and in 1907 President Theodore Roosevelt 
signed an Act of Congress which gave the 
trust company its present name, it having 
been originally chartered as the National 
Safe Deposit Company. 
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Personnel Changes in Trust Institutions 


ALABAMA 


Mobile—GARET V. ALDRIDGE, as- 
sistant trust officer of the Merchants Na- 
‘tional Bank, was extended a leave of absence 
from the bank to join the armed forces of 
the United States. 


CALIFORNIA 


Los Angeles—FREDERICK J. THIEME, 
head of the investment division of the 
Citizens National Trust and Savings Bank, 
was made an assistant trust officer. EL- 
MER M. PETERSON, organizer and head 
of the real estate division, was appointed 
assistant secretary of the trust department. 


Los Angeles—C. M. PIDGEON and C. M. 
MITCHELL were recently made assistant 
trust officers of the Security First National 
Bank. 


Pasadena—EVERETT S. OLIVER, trust 
‘officer of the Union National Bank, was 
promoted to vice president. 


San Diego—J. D. THOMPSON, JR., has 
‘been named trust officer in charge of man- 
agement trusts of the Union Title Insurance 
and Trust Company. E. G. MERRILL, 
JR., has been made a trust officer in charge 
of probates and subdivision trusts, and 
retains his former title of vice president. 
‘WILLIAM R. SPINNEY, formerly as- 
‘sistant -trust officer, has been named trust 
‘officer in charge of estate analysis. 


San Francisco—LINDEN L. D. STARK 
was advanced from assistant vice president 
to vice president in the trust department 
‘of the Anglo-California National Bank. 


San Francisco—Bank of America has an- 
nounced the promotions of HARROL R. 
SMITH and WILLIAM H. NUSS, JR., 
from branch managers to vice presidents 
and managers. A. J. ROBILLARD, L. 
RASMUSSEN, MARTIN P. CONLAN, 
GERALD F. KELLEHER, W. C. KOENIG 
and E. M. KENNEDY were elevated from 
assistant trust officers to trust officers. 


San Francisco—E. T. HANNON and A. 
L. DERRE were recently made assistant 
trust officers of the Crocker First National 
Bank. 


San Francisco — E. I. WHITE and 
BRIAN E. GAGAN, were promoted to as- 
sistant trust officers of the Wells Fargo 
Bank and Union Trust Company. 


CONNECTICUT 


Hartford—At the Hartford National 
Bank and Trust Company, MILTON H. 
GLOVER has been elected a vice president 
and investment officer in the trust depart- 
ment. 

Hartford—FARWELL KNAPP and WIL- 
LIAM C. FENNIMAN have been elected 
associate trust officers of the Phoenix State 
Bank and Trust Company. 


DELAWARE 


Wilmington—H. GREGG DANBY was 
elevated from president to chairman of the 
Union National Bank. HAROLD W. 
HORSEY, executive vice president and 
cashier succeeds Mr. Danby as president. 
ARTHUR H. CLARKE, JR., was promoted 
from assistant cashier and trust officer to 
cashier. 


FLORIDA 


Miami—ALFRED T. ELDRIDGE, for 
years an assistant cashier, was recently 
given the additional title of assistant trust 
officer. 

Miami Beach—CHARLES H. ALCOCK 
was recently elevated from cashier and 
trust officer of the Miami Beach First Na- 
tional Bank to vice president and trust 
officer. 

Tampa—R. W. MASTERS was recently 
elected a trust officer of the First National 
Bank. 

Tampa—H. S. PRINCE, secretary and 
trust officer of the First Savings and 
Trust Company, was elected also a director, 
succeeding J. A. M. Grable. 


ILLINOIS 


Chicago—MAURICE COHN was ele- 
vated from first vice president to president 
of the Liberty National Bank, succeeding 
L. S. BURK. 

Chicago—LAWRENCE V. MEYERING 
was recently appointed assistant trust offi- 
cer of the Mutual National Bank. . 

Chicago—KENNETH J. BUSHMAN, 
THOMAS H. JOLLS and DON H. Mc- 
LUCAS are newly elected assistant secre- 
taries of the Northern Trust Company. 

Moline—J. PAUL GREEN was advanced 
from assistant trust officer to trust officer 
of the Moline National Bank, succeeding 
Joseph DeBisschop, retired. 
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Recently Promoted Trust Institution Officials 


ARNULF UELAND 
Midland Nat’] Bank & Trust Co., 
Minneapolis 


CHARLES R. MILLER Ps L. B. GUNN 
First Nat’] Bank & Trust Co., J , State Planters Bank and Trust Co., 
Minneapolis (reported Jan.) Richmond 


A. B. RAMSAY 
Guaranty Trust Co., Toronto 


FRANCIS OHLEYER SHELDON WEAVER 


Fletcher Trust Co., Indianapolis Northern Trust Co., Chicago 
(reported Jan.) 


© Fabian Bachrach 
WILLIAM N. ENSTROM 
Irving Trust Company, N. Y. C. 
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INDIANA 


Indianapolis—ALBERT E. LAMB, vice 
president of the Fidelity Trust Company, 
was elected also trust officer, succeeding in 
the latter respect J. ALBERT SMITH, vice 
president. 

Indianapolis—FRANCIS A. OHLEYER 
was advanced from assistant trust officer 
to trust officer of the Fletcher Trust Com- 
pany. DONALD S. MORRIS, heretofore 
vice president and trust officer, was elected 
vice president and counsel. HAROLD B. 
THARP, manager of the bond department, 
was elected manager of trust investment 
service. 

Indianapolis—VOLNEY M. BROWN was 
recently elected president of the Union 
Trust Company, succeeding his father, 
ARTHUR V. BROWN, elevated to chair- 
man, a newly created position. 

South Bend—R. FLOYD SEARER was 
recently promoted to vice president in 
charge of trust operations for the First 
Bank and Trust Company. He was former- 
ly assistant secretary and treasurer. 


IOWA 


Des Moines—E. F. BUCKLEY was ele- 
vated from vice president to president of 


the Central National Bank and Trust Com- 
pany, succeeding W. J. GOODWIN who 
continues as chairman of the board. 


KANSAS 


Wichita—H. A. FUNKE was elevated 
from cashier and trust officer to vice pres- 
ident and trust officer of the Fourth Na- 
tional Bank. 

KENTUCKY 

Covington—JOSEPH N. CUNI was re- 
cently elevated from vice president to 
president of the Peoples Liberty Bank and 
Trust Company, succeeding Charles W. 
Moorman, resigned. 

Lexington—OLIN C. PEELER was pro- 
moted from assistant trust officer to trust 
officer of the First National Bank and 
Trust Company. 


MAINE 


Augusta—WALTER M. SANBORN, an 
attorney, has been elected president and 
director of the First National Granite Bank, 
succeeding the late Charles S. Hichborn. 


MASSACHUSETTS 


Boston—PHILIP J. POTTER was re- 
cently elected an assistant secretary of the 
State Street Trust Company. He is doing 
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business development work in the trust 
department. 


MICHIGAN 


Detroit—SELDEN B. DAUME was re- 
cently advanced from executive vice pres- 
ident to president of the Detroit Trust 
Company, succeeding McPHERSON 
BROWNING, named chairman. 


Detroit—W. BRACE KRAG and RALPH 
C. WHITSETT were recently appointed 
assistant trust officers of the National Bank 
of Detroit. 


MINNESOTA 


Duluth—HOWARD P. CLARKE was 
recently advanced from assistant trust offi- 
cer to assistant vice president and assistant 
trust officer of the First and American 
National Bank. 


Minneapolis — EDGAR L. MATTSON 
was elevated from president to chairman of 
the Midland National Bank and Trust Com- 
pany. ARNULF UELAND, senior vice 
president, succeeds Mr. Mattson as pres- 
ident. At 26, Mr. Ueland is one of the 
youngest bank presidents. He is the son 
of the late Andreas Ueland, one of the 
founders. , 

MISSOURI 

St. Louis—RICHARD J. WEIDERT was 
appointed assistant trust officer of the 
Mercantile-Commerce Bank and Trust Com- 
pany. He has been associated with the 
bank’s trust department since 1928. 

St. Louis—DAVID R. CALHOUN, a vice 
president in the trust department of the 
St. Louis Union Trust Company, was elected 
also secretary. 


NEBRASKA 


Omaha—MADGE V. ALLENSWORTH 
was recently named assistant trust officer 
of the City National Bank. 


NEW JERSEY 


Montclair—CHARLES , E. HAYWARD, 
JR., assistant trust officer on leave from 
the Montclair Trust Company, has been 
called to active service as a lieutenant, 
junior grade, with the Naval Reserve. Mr. 
Hayward finished his course in the Grad- 
uate School of Banking at Rutgers, last 
June. 


Paterson—RAYMOND J. CADMUS was 
recently elected trust officer of the Broad- 
way Bank and Trust Company, succeeding 
in that post John Kuyper, reelected secre- 
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tary. Miss REGINA MOLTANE was ap- 
pointed assistant trust officer. 


Paterson—F. RAYMOND PETERSON, 
president of the First National Bank was 
elected also chairman. ANDREW DeRIT- 
TER was advanced to vice president and 
trust officer. 


Plainfield—F. EARL BACH was ap- 
pointed assistant trust officer of the Plain- 
field Trust Company and MARIE LOUISE 
SULLIVAN an assistant secretary. 


Trenton—B. W. BARNARD, trust officer 
of the First-Mechanics National Bank was 
elected also a vice president. 


NEW YORK 

New York—J. V. SAUTER was promoted 
to assistant trust officer of the Bankers 
Trust Company. 

New York—JOHN F. WOOD, an assist- 
ant trust officer of the Chemical Bank and 
Trust Company, was recently elected trust 
officer. 

New York—HARRY C. STODDARD was 
advanced from assistant trust officer to 
trust officer of the Colonial Trust Com- 
pany. 

New York—RICHARD J. LIGHTHALL, 


formerly assistant trust officer, was named 
a trust officer of the Continental Bank and 


Trust Company. HAROLD SPRINGER 
was made assistant trust officer. 


New York—DALE E. SHARP, formerly 
investment trust officer, was recently elect- 
ed a vice president of the Guaranty Trust 
Company. DAVID E, LYNN, real estate 
trust officer, was made a second vice pres- 
ident. JABISH HOLMES, JR., assistant 
real estate officer, succeeds Mr. Lynn as 
real estate officer. 


- New York—WILLIAM N. ENSTROM, 
first vice president of the Irving Trust 
Company, was recently elected president, 
succeeding HARRY E. WARD, who has 
been president for 23 years. Mr. Ward 
becomes chairman and chief executive offi- 
cer directing policies of the board of di- 
rectors. Mr. Enstrom will be the bank’s 
administrative officer. 


Ossining—HENRY C. WHITE of White 
Plains, N. Y., was recently elected presi- 
dent of the Ossining Trust Company. Mr. 
White was trust officer of the Bank of the 
Manhattan Company in New York City. 


Rochester—WILLIAM A. ROSE, trust 
officer of the Genesee Valley Trust Com- 
pany, was elected also vice president. 
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Rochester—EARL G. HOCH, SCHUY- 
LER C. WELLS, JR., and J. WALLACE 
ELY were recently named vice presidents 
of the Security Trust Company. GEORGE 
O. EVERETT, recently appointed public 
relations manager, was given the title of 
assistant vice president. 

Syracuse—WILLIAM V. STONE, here- 
tofore assistant vice president in charge of 
investments for the Lincoln National Bank 
and Trust Company, has been elected a vice 
president. 


NORTH CAROLINA 


Charlotte—J. E. HENLEY was advanced 
from assistant treasurer in the trust de- 
partment of the American Trust Company 
to assistant vice president. 

Winston Salem—ROBERT D. BEAM was 
appointed trust officer at the Raleigh 
branch of Wachovia Bank and Trust Co. 


OHIO 


Canton—CHESTER A. WENDELL was 
recently promoted to secretary and trust of- 
ficer of the First Trust and Savings Bank. 

Cleveland—FRED L. EMENY, assistant 
vice president in the trust department of 
the Cleveland Trust Company, has been 
granted a leave of absence to serve as a 
civilian member of the tank and combat 
vehicle facilities of the Ordnance Depart- 
ment in Washington. Mr. Emeny special- 
ized in trust investments. 

Hamilton—J. H. WARNDORF, hereto- 
fore cashier, secretary and trust officer of 
the Citizens Savings Bank and Trust Com- 
pany, was recently elevated to the bank’s 
presidency, succeeding PETER E. RENT- 
SCHLER, who was made chairman. 


Mansfield—CHARLES R. FUCHS was 
elevated from cashier to president of the 
Citizens National Bank and Trust Com- 
pany. JOHN J. CHARLES was advanced 
to cashier and trust officer. 


OKLAHOMA 


Bartlesville—C. V. SELLERS was ad- 
vanced from vice president and trust officer 
of the Union National Bank to president. 
H. E. HULEN was made chairman. 


OREGON 


Portland—D. W. MACKAY, E. C. 
PIERCE and LEROY B. STAVER, ad- 
vanced from assistant trust officers to trust 
officers of the United States National 
Bank. E. 0. OVERMAN, C. I. MEYERS 
and W. D. HINSON were elected assistant 
trust officers. 
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PENNSYLVANIA 


Bethlehem—WILLIAM H. TOOHEY was 
recently promoted from assistant trust of- 
ficer to trust officer of the Union Bank and 
Trust Company. 


Bryn Mawr—The Bryn Mawr Trust 
Company has elected DE HAVEN DEVE- 
LIN, trust officer, also vice president. 


Lancaster—GEORGE S. MANN, for 20 
years a member of the board of the Lan- 
caster County National Bank, was elected 
to the presidency, succeeding the late Rob- 
ert C. Zecher. 


Oil City—A. E. MACKINTOSH, vice 
president in the trust department of the 
Oil Trust Company, has been elected presi- 
dent. He succeeds FREDERICK FAIR 
who becomes chairman of the board. 


Philadelphia — CLARENCE P. ROW- 
LAND and VINCENT E. FUREY were 
promoted from assistant trust officers to 
trust officers of the Corn Exchange Na- 
tional Bank and Trust Company. JOSEPH 
PRATT and E. RUSSELL BONSALL were 
appointed assistant trust officers. 


Philadelphia—TRACY PURSE is a new 
member of the estate planning division of 
the trust department of the Girard Trust 
Company. 


Pittsburgh—STEPHEN A. SUTTON and 
MALCOLM F. MACFARLANE wtre ad- 
vanced from assistant trust officers to trust 
officers of the Colonial Trust Company. 


Pittsburgh—WILLARD PERRY was ele- 
vated from vice president and treasurer 
to executive vice president of the Com- 
monwealth Trust Company. GEORGE M. 
FEHR was advanced from assistant trust 
officer to trust officer. 


Pittsburgh—FREDERICK GWINNER, 
III, was advanced from assistant vice pres- 
ident in the trust department of the Union 
Trust Company to vice president. 


Scranton—A. M. McNICKLE, formerly 
with Prentice-Hall, Inc., is now an as- 
sistant trust officer of the Third National 
Bank. 


RHODE ISLAND 


Providence—EVERETT S. HARTWELL, 
vice president of the Industrial Trust Com- 
pany for 15 years, was advanced to first 
vice president and elected a director. MAL- 
COLM E. READ was advanced from assist- 
ant trust officer to trust officer. CHARLES 


C. GARDINER and CECIL A. GILROY 
were made assistant trust officers. 


SOUTH DAKOTA 


Sioux Fallsk—MARTIN J. KUEHN was 
elected chairman of the board of the First 
National Bank and Trust Company and W. 
W. BAKER was named president to suc- 
ceed him. 


TENNESSEE 


Chattanooga—C. B. COLEMAN and C. 
GRIFFEN MARTIN were promoted from 
assistant trust officers to assistant vice 
presidents of the American Trust and 
Banking Company. W. W. LYONS and C. 
F. EMERSON were appointed assistant 
trust officers. Paul Mathes resigned as 
trust officer. 

Memphis—R. GRATTAN BROWN was 
promoted from assistant trust officer to 
trust officer of the National Bank of Com- 
merce. 


VIRGINIA 


Norfolk—The National Bank of Com- 
merce announced the election of FRED R. 
BARRETT to the chairmanship of the 
board and JOHN S. ALFRIEND to the 
presidency, succeeding Col. Robert P. Bea- 
man, retired. 


Richmond — WILLIAM P. HARPER, 
manager of the real estate department of 
the Virginia Trust Company, was recently 
elected assistant secretary. 


Richmond—L. BURWELL GUNN, for- 
merly assistant trust officer of the State 
Planters Bank and Trust Company, was 
promoted to a vice presidency. RICHARD 
H. WELLS, who last April accepted a posi- 
tion with the Merrill Anderson Company, 
has returned to the bank as an assistant 
cashier. 

Roanoke—D. P. HYLTON, trust officer 
of the Colonial American National Bank, 
was elected vice president and trust offi- 
cer. 

Roanoke — ROBERT H. DANIELS was 
recently named assistant trust officer of 
the First National Exchange Bank. 


WASHINGTON 


Everett—WARREN M. JENKINS was 
advanced from vice president of the Everett 
Trust and Savings Bank to the presidency 
of both that bank and the First National 
Bank. He succeeds WILLIAM C. BUT- 





206 


LER, who was elevated to chairman of 
both, ROBERT MOODY retired from the 
executive vice presidency of the First Na- 
tional. 


WISCONSIN 


Green Bay—FRED G. LIER was pro- 
moted from assistant cashier and trust 
officer to cashier of the Peoples Trust and 
Savings Bank. 


Madison—Col. JOHN J. HANNAN was 
elected president of the Madison Trust 
Company, to succeed A. O. PAUNACK who 
is also president of the Commercial State 
Bank. SIDNEY L. GOLDSTINE, hereto- 
fore vice president, was elected vice pres- 
ident and executive officer. 


Milwaukee—ELIOT G. FITCH was ele- 
vated from vice president and trust officer 
to president of the Marine National Bank, 
succeeding G. W. AUGUSTYN, named 
chairman of the board in place of AR- 
THUR H. LINDSAY who becomes honor- 
ary chairman. 


CANADA 


Toronto—A. B. RAMSAY was recently 
appointed trust officer of the Guaranty 
Trust Company of Canada. For the past 
five years he has been chief trust officer of 
the Central Trust Company of Canada. 


In Memoriam 


George J. Avent 


George J. Avent, president of the Florida 
National Bank of Jacksonville, died recent- 
ly at the age of fifty-nine. Mr. Avent was 
one of the South’s leading bankers and was 
known nationally for his efforts to promote 
cordial public relations between banks and 
their customers. Mr. Avent was made pres- 
ident of the Florida National Bank in 1933, 
after having served in virtually every de- 
partment since first joining the staff as a 
runner in 1901. 


John N. Edlefsen 


John N. Edlefson, senior vice president 
of the United States National Bank of 
Portland, Ore., died recently at the age of 
60. He was president of the West Coast 
National Bank before it merged with the 
United States National. One of the leading 
bankers on the West Coast, Mr. Edlefson 
was a member of the executive council of 
the American Bankers Association. 
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Questions on Operations 


The Committee on Trust Operations 
of the American Bankers Association is 
preparing a guide for a manual of oper- 
ations for each trust department, stated 
James C. Shelor, senior trust officer, 
Trust Company of Georgia, Atlanta, 
during the question-box period at the 
recent Mid-Winter Trust Conference in 
New York, he being the operations ex- 
pert of the panel. 


There is no specific answer to the 
problem of handling the peak load of in- 
come tax time, Mr. Shelor said. By a 
show of hands, it appeared that the 
great majority of institutions represent- 
ed used their own staff for preparing 
tax returns. The few who employ out- 
side help charge their accounts for this 
service. 


Mr. Shelor suggested the creation of 
committees in each bank to study 
special subjects or problems. This 
would improve morale since more em- 
ployees would have a definite interest 
in their work. 


From a public relations standpoint, 
Mr. Shelor ventured the suggestion that 
it might be desirable to send out more 
complete statements to beneficiaries, in- 
cluding the value of the account at the 
date of its inception and currently, pro- 
posed investments, anticipated income, 
and so forth. A few delegates indicated 
their institutions are doing this despite 
the added expense. 


Reports on Common Trust Fund 


The first annual report of Fidelity-Phil- 
adelphia’s (Pa.) Common Trust Fund “A,” 
dated Jan. 30, 1942, and covering the period 
Nov. 1, 1940 to Oct. 31, 1941, reveals the 
fund had a yield of approximately 3.6% 
for the year, with very little change in 
principal valuation. As of Oct. 31, 1941, 
the total value of the fund was $3,818,058.38 
and participations were owned by 398 
trusts holding 391,151 units having a par 
value of $10. The fund is invested in 
United States Government bonds, high 
grade industrial and railroad bonds and 
selected preferred and common stocks. 
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Restrictions on Common Trust Funds 
Requirement of “Bona Fide Fiduciary Purposes” Clarified 


B. MAGRUDER WINGFIELD 
Asst. General Counsel, Board of Governors, Federal Reserve System 


HE prohibition in Regulation F 

against the operation of common 
trust funds as investment trusts is some- 
what troublesome because it relates to a 
matter which could not be dealt with 
satisfactorily in the regulation except 
in quite general terms. Section 17(a) 
of Regulation F reads in part as follows: 


The purpose of this section is to permit 
the use of Common Trust Funds, *** for 
the investment of funds held for true 
fiduciary purposes; and the operation of 
such Common Trust Funds as investment 
trusts for other than strictly fiduciary 
purposes is hereby prohibited. *** The 
trust investment committee of a bank 
operating a Common Trust Fund shall 
not permit any funds of any trust to be 
invested in a Common Trust Fund if it 
has reason to believe that such trust was 
not created or is not being used for bona 
fide fiduciary purposes. 


Congress granted to such funds a fav- 
ored tax status, which was not accorded 
ordinary investment trusts. Relying 
primarily upon the Board of Governors 
of the Federal Reserve System for pro- 
tection against evasion of the tax laws, 
Congress provided that, in order to ob- 
tain the exemption, a fund must be main- 
tained in conformity with the rules and 
regulations of the board pertaining to 
the collective investment of trust funds 
by national banks. Thus, in amending 


From address at Symposium on Common Trust 
Funds, Mid-Winter Trust Conference, A. B. A., 
Feb. 4, 1942. 
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Regulation F to permit the operation of 
common trust funds, it was the board’s 
responsibility to require that they be 
true common trust funds and not to per- 
mit their operation in a manner which 
would ignore the distinction clearly 
drawn between common trust funds and 
investment trusts. 


Dangers to be Avoided 


An obvious danger was that such funds 
might be used by some institutions as a 
means by which, in effect, again to en- 
gage in the “securities business.” A 
somewhat related danger was the possi- 
bility that common trust funds might be 
used as a means to handle what were, 
in effect, interest bearing bank deposits. 

Also, it was necessary to consider the 
possibiliy of “runs” on common trust 
funds, through voluntary termination of 
participating trusts, which would 
“freeze” the funds and create prefer- 
ences. Anything which would reduce the 
probability of abnormal demands inter- 
fering with normal operations of such 
funds was desirable. 

There was little disagreement as to 
the general objectives; the difficulty was 
in finding a solution which was adequate 
but not too restrictive. It was quite 
conceivable that some banks would estab- 
lish so-called common trust funds and 
commence the business of selling shares 
in such funds to the general public as 
investments. While it would be neces- 
sary to execute trust agreements creat- 
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ing trusts whose funds would be invested 
by the bank in its common trust fund, 
this might be merely a matter of form. 
Salesmen might be sent out, not to sell 
trust service, but to sell certificates of 
participation. The customer would not 
think of himself as creating a trust and 
purchasing trust service, but instead 
would consider that he was buying a 
participation in the fund as an invest- 
ment, just as he might buy shares in an 
investment trust, shares in a building 
and loan association, or stocks and bonds. 


The difficulty in dealing with the mat- 
ter lay in the fact that the distinction 
between selling trust service and selling 
shares in an investment trust is more 
or less intangible and certainly difficult 
to define. The question whether a per- 
son is creating a bona fide trust or mere- 
ly going through a form necessary to 
purchase a share in this particular type 
of investment trust may be largely a 
matter on intent; and, where intent is 
the primary consideration, it is virtually 
impossible to prescribe inflexible tests 
which are not subject to objection. 


Restrictions Considered 


Recognizing the problem, the A.B.A. 
Committee on Common Trust Funds, in 
its recommendations to the Board of 
Governors, suggested a provision that 
no trust should be admitted to participa- 
tion in a common trust fund if the bank’s 
trust investment committee found that 
the trust was created solely for the pur- 
pose of obtaining a participation as a 
temporary or speculative investment. 

The adequacy of such a restriction was 
questioned on the ground that it was 
not broad enough to prohibit the opera- 
tion of a common trust fund as an invest- 
ment trust; a person might well invest 
in an investment trust without intending 
such investment to be either temporary 
or speculative. This objection was 
coupled with the fact that the trust in- 
vestment committee’s decision would be 
determinative, and might permit flag- 
rant evasion by any bank so inclined. 

Consideration was given to various re- 
strictions of a more specific nature. 
Among these were restrictions upon ad- 
vertising, restrictions upon the with- 
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drawal of participations upon the volun- 
tary termination of trusts, and penalties 
in the event of such withdrawals. These 
were, at best, half-way measures, all sub- 
ject to objections. 


Most serious consideration was given 
to prohibiting participation in common 
trust funds by revocable trusts and ten- 
tative drafts of the regulation contained 
such a provision. As pointed out by the 
Committee on Common Trust Funds and 
others, such a restriction would have 
substantially restricted the legitimate 
use of common trust funds and would 
have been somewhat inconsistent with 
their primary purpose, since it seems 
that in most instances it is unwise for 
a person of small means to create irre- 
vocable trusts. In this connection, I 
wish to commend the committee for their 
treatment of this subject in their hand- 
book and to suggest that careful con- 
sideration be given to their comments. 


Changes in Final Draft 


The provisions finally incorporated in 
the regulation followed somewhat the ap- 
proach originally recommended to the 
board by the committee. However, cer- 
tain differences are noteworthy. Under 
the committee proposal, the trusts to be 
excluded were those created solely to 
obtain participations as temporary or 
speculative investments; whereas, the 
regulation is more restrictive, excluding 
trusts which were not created or are not 
being used for bona fide fiduciary pur- 
poses. Also, the committe proposal re- 
quired a finding by the trust investment 
committee that a trust did not conform; 
whereas, under the regulation, a trust 
cannot properly be admitted if the trust 
investment committee has reason to be- 
lieve that it does not conform. The dif- 
ference I have just noted has particular 
significance because, under the regula- 
tion, the federal tax officials have 
grounds to inquire into the propriety of 
the trust investment committee’s action 
in admitting trusts. 

The board has had one occasion to 
consider this problem formally. Part of 
its ruling, as published in the “Federal 
Reserve Bulletin” for May 1940, is as 
follows: 
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While the operation of a Common 
Trust Fund might enable a trust institu- 
tion to accept small trusts which it other- 
wise would be unwilling to handle, it was 
contemplated that trust guise or form 
should not be used to enable a trust in- 
stitution to operate a Common Trust 
Fund as an investment trust attracting 
money seeking investment alone and to 
embark upon what would be in effect the 
sale of participations in a Common Trust 
Fund to the public as investments. *** 
By adopting this approach, the Board 
placed reliance upon the exercise of sound 
judgment and good faith on the part of 
trust institutions and their trust invest- 
ment committees in carrying out the 
broad intent and purposes of such pro- 
visions. In determining whether a par- 
ticular trust is created and used for ‘bona 
fide fiduciary purposes,’ it is necessary 
to consider, in the light of such intent 
and purposes, not only the terms of the 
trust instrument but also other facts and 
circumstances concerning the creation 
and use of the trust. 


Cautions 


General policies and practices of a 
bank, particularly in obtaining new bus- 
iness, are quite significant. If they are 
such as to foster the creation of non- 
conforming trusts for participation in a 
common trust fund, every revocable trust 
is at once suspected. In mentioning the 
following matters, the significance of 
each may depend upon how they fit into 
the whole picture. I suggest that in 
your advertising and solicitation, care 
be used to avoid placing emphasis upon 
the desirability of common trust funds 
and their investment angles rather than 
upon need for trust service regardless of 
common trust funds. Do not expect 
common trust funds to enable you to 
build up a large volume of trust busi- 
ness which you would not otherwise 
receive; high pressure organized cam- 
paigns in an effort to achieve that end 
are subject to question. 

Beware of uniform short form trust 
agreements especially designed for trusts 
to participate in common trust funds. 
Consider carefully any campaign to ob- 
tain the modification of existing agency 
accounts into revocable trusts which may 
participate in common trust funds; such 
a change in the character of an account 


An inquiry to the Equitable, 
about the business side of 
Delaware trusts, will bring 
out-of-state trust institutions 
the facts—promptly. 
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may in some instances be desirable and 
proper but be sure of your ground. The 
seeking of publicity for favorable results 
of operations of common trust funds, 
with quotations of earnings and values 
of assets on a share basis, may be of 
doubtful wisdom. Shouldn’t aggregates 
rather than individual results be pub- 
lished? 

Certain types of trusts should be con- 
sidered with particular care; for exam- 
ple, any in which the agreements con- 
template small periodic deposits, or pro- 
vide that they shall terminate at the end 
of a specified period of years or upon the 
death of the trustor if not previously 
revoked. 


The broad intent and purposes of these 
provisions of the regulation are fairly 
clear. The responsibility rests upon the 
trust investment committee of a bank 
operating a common trust fund to con- 
sider, in the case of each trust, the ques- 
tion whether its admission to participa- 
tion in the fund is in accord with such 
intent and purposes. Probably in most 
cases the answer will be obvious. Where 
it is not, may I suggest that, while no 
such test is wholly adequate, the com- 
mittee ask itself the question: 


Is the proposed investment in the com- 
mon trust fund incidental to the admin- 
istration of a bona fide trust or was the 
trust created or is it being used to make 
possible the investment of certain funds 
in the common trust fund? 


In view of the language of the regu- 
lation, particularly the phraseology, “has 
reason to believe,” and the possibility of 
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questions being raised by the tax author- 
ities as to whether a fund is exempt, all 
doubts as to the propriety of admitting 
a trust should be resolved against its 
admission. In this connection, I would 
suggest that in any doubtful case the 
committee ask itself one other question: 


Is it fair to other trusts participating 
in a common trust fund to run the risk 
of additional taxes by the inclusion of a 
doubtful trust? 


In answer to a question at the close of 
the above paper, Mr. Wingfield stated that, 
where a settlor created a trust for A out 
of his own property and another trust for 
A out of property over which the settlor 
held a power of appointment, the two trusts 
would be considered as one for the purpose 
of the $25,000 limitation on participation 
in a common trust fund. 


a 


Tax Questions Affecting 
Fiduciaries 


ROSPECTS that the anticipated 
revenue code amendment to permit 
deduction of investment expenses, trus- 
tee’s fees, and safe deposit rentals will 
be made retroactive as to tax years still 
open, are good, declared Edward H. Mc- 
Dermott, tax expert of the law firm of 
McDermott, Will & Emery, Chicago. 
Returning for the second consecutive 
year as a member of the question-box 
panel at the Mid-Winter Trust Confer- 
ence of the A. B. A., Mr. McDermott dis- 
cussed the possibility of a capital levy 
in this country, in the sense of a “reach- 
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ing out and taking” rather than in the 
form of an estate or gift tax which are 
essentially capital levies. It was his 
opinion there is no likelihood of such a 
revolutionary tax unless and until the 
government can no longer obtain need- 
ed funds through orthodox means. 


In view of the high percentage of de- 
ficiency assessments in estate tax pro- 
ceedings, Mr. McDermott cautioned that 
an executor should not distribute an 
estate right after filing the return un- 
less the executor receives some security 
from the distributees, since the fidu- 
ciary is primarily liable to the govern- 
ment for the tax. If the executor con- 
sents to a tax assessment, it should ob- 
tain a certificate from the Commissioner 
releasing it from personal liability, at 
which time it may be safe to distribute. 
In some cases, it may be advisable to 
withhold distribution until the period 
of the statute of limitations has expired. 
L. H. Roseberry, vice president and 
manager of the trust department of Se- 
curity-First National Bank of Los An- 
geles, commented that the practice of 
his institution is to make partial dis- 
tribution under a court order, down to 
a point where a reasonable margin 
exists over potential liability. 

The decisions since the Clifford case 
(taxing grantor on income of short term 
trust) have enlarged the scope of the 
doctrine of that case, Mr. McDermott 
asserted. The principle has been ap- 
plied to trusts of longer duration, with 
less broad powers in the grantor, where 
the grantor was only a co-trustee, and 
where the reversion was remote. The 
underlying theory of all these decisions 
is that inter-family relations should be 
disregarded for income tax purposes. 


Two major changes are likely in the 
capital gains and losses tax structure, 
he said. The present effective rate ceil- 
ing of 15% appears very low in com- 
parison with other new rates, and pres- 
sure will be brought to raise the former 
considerably. With respect to losses, 
there will probably be a severe curtail- 
ment of the privilege of deducting net 
losses from other income, although 
losses will likely continue to be allowed 
as offsets against gains. 
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The Massachusetts Rule 


Shattuck Advocates Statutory Enactment 
of Prudent Man Theory 


LL that can be required of a trus- 
tee to invest is, that he shall 
conduct himself faithfully and exercise 
a sound discretion. He is to observe 
how men of prudence, discretion and 
intelligence manage their own affairs, 
not in regard to speculation, but in re- 
gard to the permanent disposition of 
their funds, considering the probable 
income, as well as the probable safety 
of the capital to be invested.” 

This is the so-called Massachusetts or 
prudent investor rule, as laid down in 
the case of Harvard College v. Amory* 
in 1830. A learned brief in behalf of 
its adoption in those States which now 
have a legal list was presented by Mayo 
A. Shattuck at the Mid-Winter Trust 
Conference in New York on February 4. 

Quoting Mr. Justice Putnam’s state- 
ment that ‘Do what you will the capital 
is at hazard,” Mr. Shattuck, who is a 
member of the firm of Haussermann, 
Davison & Shattuck of Boston, declared 
that the hard facts of history have 
proved that the only workable approach 
to the problem of fruitful and perman- 
ent investment of property is one based 
upon the theory of relativity: do at each 
moment, under the circumstances then 
existing, what a wise and prudent man 
would do. 


cc 


Two Major Differences 


There are two principal differences 
between the Massachusetts Rule and the 
“legal list theory” or New York rule, 
Mr. Shattuck pointed out. In the first 
place, under the former, the task of 
selecting trust investments is left to the 
trustee with a minimum of artificial as- 
sistance or restriction. His actions are, 
of course, judged by the court by an ob- 
jective standard. On the other hand, 
the trustee acting under a legal list is 
given far less liberty of action, the 
courts and the legislature having chart- 


*9 Pick. 446 at 461. 


ed his course in advance. Heavy em- 
phasis is placed upon the virtues of 
fixed maturity and predetermined rates 
of return. 

The more significant aspect of the 
Massachusetts Rule, Mr. Shattuck con- 
tinued, lies in the attitude of the court 
toward the trustee. This attitude, char- 
acterizing the decisions in all the States 
which follow the rule, is rooted in a 
sense of fair play toward a fiduciary 
who stands no chance whatever to gain 
from a proper discharge of his duties, 
but who may, if unfairly treated, be 
placed in a position of heavy personal 
loss. It should not be supposed, how- 
ever, Mr. Shattuck cautioned, that mere- 
ly because the rule is generous in na- 
ture, the trustee will be readily exon- 
erated from a grossly careless perform- 
ance. The decisions demonstrate a ten- 
dency to be just before they are gener- 
ous. 

With it becoming almost impossible 
to obtain a reasonable yield on legal 
list investments, two trends have grown 
as evidence of the unpopularity of the 
New York rule. The first is the in- 
creasing tendency to grant broad in- 
vestment powers in trust instruments; 
the second, a growing movement for 
statutory adoption of something like the 
Massachusetts Rule, as was done in re- 
cent years in Connecticut and is being 
considered in Pennsylvania, among 
other jurisdictions. 


Objections Answered 


Turning to the objections most fre- 
quently voiced to the Rule, Mr. Shat- 
tuck remarked that they fall into two 
categories: the one, that the Rule is al- 
together too loose and dangerous from 
the standpoint of the beneficiary; the 
other, that it provides an unsatisfac- 
tory protection for the trustee. Treat- 
ing the latter first, he declared that, in 
his opinion, surcharges do not, by and 
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large, arise simply from the purchase 
of the wrong sort of security, but rather 
from a combination of faults such as 
unwarranted delegation, lack of diver- 
sification, improper retention, neglect 
to account on time and in full, and fail- 
ure to earmark or segregate. Moreover, 
he expressed the belief that the number 
of surcharges is greater in legal list 
States because (1) of the fair-play at- 
titude of the courts in prudent man 
theory jurisdictions, and (2) it is easier 
to find a deviation from the proper 
course when, as in the legal list States, 
the permissible investments are delin- 
eated with exactness in the statute. 


The first of the objections above 
noted, is apparently rooted in the mis- 
conception that bonds and mortgages 
are inherently safe and equity partici- 
pations inherently speculative and un- 
safe, Mr. Shattuck stated. Events of 
fairly recent history: the collapse of 
European currency, the reduction of the 
dollar’s gold content, the outlawing of 
gold, and legal moratoria—have shown 
the fallacy of the faith in the absolute 
value of the dollar. And in the mean- 


time, the common stock has demon- 
strated that it deserves a place in the 
trust portfolio. 


Ten Guides 


The trustee operating under the 
Massachusetts Rule is nevertheless lim- 
ited by the bounds of prudence and dis- 
cretion in making investments. Thus, 
the course of the decisions indicates 
that he should not 


1. Purchase securities at a discount 
(for that indicates there is com- 
mon doubt as to the safety of prin- 
cipal or the continuing reasonable- 
ness of the yield) 

. Make investments for the short 
haul (this is not the permanent 
disposition of one’s funds) 

. Buy unseasoned securities 

. Invest in a business 

. Engage in self-dealing 

. Purchase junior liens 

. Acquire foreign real estate 

. Invest in unproductive property 
(e.g. real estate held for a rise in 
value) 
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9. Loan money on personal note with- 
out security. 


10. Invest in wasting assets. 


In the light of these limitations, can 
it be fairly said that the Massachusetts 
Rule is so loose as to be dangerous to 
the beneficiary, queried Mr. Shattuck. 
On the other hand, surcharge has not 
automatically followed in all cases 
where the trustee has deviated. In each 
case, the courts have inquired into the 
circumstances surrounding the trans- 
action. 


Flexibility 


As an example of the flexibility of the 
Massachusetts Rule to meet changing 
conditions, Mr. Shattuck cited the fact 
that shares in investment trusts are now 
being allowed in discreet amounts. 
Twenty years ago, judicial eye-brows 
would have been lifted at such a sug- 
gestion. 


Answering the criticism that the trus- 
tee enjoys greater protection in retain- 
ing investments under a legal list stat- 
ute, Mr. Shattuck declared that this 
feeling is grounded upon the erroneous 
impression that if a given security has 
once been approved by the legislature, 
the trustee may hold on to it forever. 
Aside from special retention statutes 
and exculpatory clauses, a trustee may 
retain an investment only until prudent 
men begin to dispose of it, and that is 
the law irrespective of which theory 
prevails in the particular jurisdiction. 
Here again enters the important distinc- 
tion, already mentioned, based upon the 
attitude of the court. 


Another point made by Mr. Shattuck 
related to the treatment of exculpatory 
clauses. In legal list States, these 
clauses have stemmed, in his judgment, 
from an attempt to defeat the rigidity 
of the list, and in New York, for ex- 
ample, the legislature has intervened to 
declare such provisions in a will to be 
contrary to public policy. In Massa- 
chusetts Rule jurisdiction, however, 
such is the latitude given to trustees 
that the courts are inclined to regard 
general exculpation clauses as merely 
expressing the ordinary rule. The testa- 
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Comprehensive Fiduciary 
Service in Chicago 


This company—the first to qualify under the General Trust 
Company Act of the State of Illinois—has been continuously active 
in trust administration since 1887. Fifty-four years of experience 
in all types of fiduciary activity in this area qualify us to give you 


and your customers full cooperation on both corporate and 


personal trust matters in Illinois. 
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tor may even, if he wishes, permit the 
trustee to deviate from the prudent man 
standard (eg.. the requirement of diver- 
sification). The net result of all this, 
said Mr. Shattck, is that the protection 
afforded the trustee under the Massa- 
chusetts Rule is considerably greater 
than that under the other. 


In summary, the need for diversifica- 
tion will ultimately compel the legal list 
States to accord to the common stock its 
place among trust investments. Not 
insignificant is the social aspect of the 
liberation of vast quantities of fiduciary 
funds for the development of private in- 
dustry and enterprise throughout the 
country and particularly in the great 
new economic areas of the West and 
Southwest, which are in a position simi- 
lar to that occupied by Massachusetts 
in 1830. 


A final note of warning was sounded 
by Mr. Shattuck. The probate judge 
has almost complete control over the do- 
ings of the trustee. With this power 
to weigh the actions of the trustee 
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against the actions of other men of pru- 
dence, intelligence and discretion, it be- 
comes a matter of the first importance 
to make certain that the judge is him- 
self a man of prudence, intelligence and 
discretion. But this does not mean that 
the Massachusetts Rule should be dis- 
carded or rejected if our system pro- 
duces an incompetent judiciary. It is 
a safe wager, he concluded, that the pro- 
cess which projects the legal list and 
weighs the actions of trustees thereun- 
der, will be in an equally desperate 
position. Under those circumstances, 
no rule may be expected to function. 


Pamphlet on Prudent Investor Rule 


The Committee on Trust Investments of 
the Trust Company Section, Pennsylvania 
Bankers Association, has published a 
pamphlet pointing out the reasons why that 
State should adopt the Massachusetts or 
prudent investor rule. Frank G. Sayre, vice 
president of The Pennsylvania Company, 
etc., Philadelphia, is chairman of the com- 
mittee. 
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COMPLETE TRUST SERVICE IN GEORGIA 
E through ten offices in six cities 


4 THE CITIZENS & SOUTHERN NATIONAL BANK 


Answers to Some Investment 
Problems 


HERE is no legal obligation to buy 

government bonds at this time, but 
every trust account should purchase 
defense bonds to an amount depending 
upon its particular circumstances, de- 
clared Donald C. Miller, vice president, 
Harris Trust & Savings Bank, Chicago, 
investment expert on the panel at the 
recent Mid-Winter Trust Conference. 
The Series G bonds have been bought 
in greater quantities than any other, 
having a good yield and a floor under 
the market. Series F are suitable for 
accumulation accounts. 


Regarding the threatened removal of 
the tax exemption status of municipal 
bonds, Mr. Miller suggested the pur- 
chase of short and medium-short term 
bonds of staggered maturity. He was 
of the opinion that, if the government 
is successful as to future issues, it will 
find less opposition to taxing existing 
bonds. Eventually all types will be 
taxable. 

Common stocks should be purchased 
more with an eye to income and diversi- 
fication than as a hedge against serious 
inflation, Mr. Miller stated. Higher 
taxes, increased wages and rising costs 
of materials are likely to prevent an 
increase in dividends commensurate 
with a decline in the purchasing power 
of the dollar. Mayo A. Shattuck, Esq., 
fellow member of the panel, indicated 
that it is not the trustee’s duty to pre- 
serve purchasing power. The fiduciary 
must consider the portfolio as a whole 
and not the needs of any particular 
beneficiary. 

The function of the statistical divi- 
sion of a trust investment department 
should be limited to reporting facts and 
figures rather than making specific 


recommendations, in order to prevent 
any conflict between the division and 
the investment committee as to the pur- 
chase or retention of securities, Mr. Mil- 
ler remarked. 


As to the propriety of holding cash 
uninvested, he asserted that, where the 
beneficiary requires all the income, the 
entire fund should be kept invested. In 
the larger trusts, it is permissible to 
hold a reasonable amount of cash for a 
reasonable time, Mr. Miller concluded. 


Limits Investments for Blocked 
Accounts 


Public Circular No. 14, issued by the 
Treasury Department on February 3rd, pro- 
hibits the purchase, without special license, 
for any blocked account of more than 1% 
of the outstanding shares of any one class 
of any corporation. The purpose of the 
restriction is to make doubly sure that 
the Treasury Department may deal specifi- 
cally with any attempt on the part of block- 
ed nationals to utilize Treasury Department 
licenses for the purpose of acquiring a sub- 
stantial interest in American corporations. 


Public Circular No. 14 also simplifies and 
makes uniform the various outstanding re- 
porting requirements relating to the pur- 
chase and sale of securities pursuant to 
licenses issued under the freezing order. 
The circular prescribes a new form 
(TFR-4) which must be filed in any case 
where securities are purchased or sold un- 
der a Treasury Department license involv- 
ing amounts exceeding the limitations con- 
tained in Public Circular No. 14. Thus, if 
securities are purchased or sold under the 
authorization of one of the general licenses 
which permit transactions on behalf of the 
neutral countries of Europe and their na- 
tionals, a report of TFR-4 is required to 
be filed. The use of the new form will 
facilitate enforcement of the 1 percent 
limitation mentioned above. 
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Modernizing Trust Law 
Opportunities for Joint Endeavor by Lawyers and Trust Men 


WALTER P. ARMSTRONG 
President, American Bar Association, Memphis, Tennessee 


HE statement of policies recently 
adopted by the National Conference 
Group formed by the American Bar As- 
sociation and the Trust Division of the 
American Bankers Association recognizes 
the essential fact that “lawyers on the 
whole recognize the place of the corpo- 
rate fiduciary in the business sphere and 
trust companies recognize the necessity 
of attorneys in matters requiring legal 
service.”* It is not always easy for trust 
companies to observe these provisions. 
Not infrequently the difficulty results 
from the attitude of the customer. He 
approaches a trust company for the pur- 
pose, as he views it, of favoring it with 
his business. He desires an instrument 
drafted. He knows that the trust offi- 
cer and his assistants are lawyers per- 
fectly competent to drawit. He requests 
this. If it is denied, he sometimes feels 
not only that he has been refused a favor, 
but that his offer of business has been 
repelled and increased expense placed on 
him. Even more emphatically is this 
true when the request is for advice, on a 
legal question. Situations of this kind 
require the utmost tact upon the part of 
trust officers. 

In my judgment it would be helpful if 
the trust companies would even more 
emphatically than they do now state in 
their advertising matter and by means 
of placards in their offices, that they do 
not engage in these practices. This 
would lessen the number of requests and 
make less embarrassing the necessity of 
refusal. Especially would this be true 
if all the trust companies in a commun- 
ity were equally emphatic in their state- 
ments. 


Recommending Counsel 


Another statement of policy to which 
the bar attaches great importance is that 


From address before Mid-Winter Trust Confer- 
ence, American Bankers Assn., Feb. 3, 1942. 
*See Oct. 1941 Trusts and Estates 381. 


when a trust company is requested by its 
customer to recommend counsel “‘it is pre- 
ferable that the trust institution, in 
making such recommendation of counsel 
to its customer submit without recom- 
mending one above the other, the names 
of several attorneys in whom it has con- 
fidence, leaving the choice of the selec- 
tion to the customer.” While this is not 
couched in mandatory language, a meti- 
culous observance of the principle will 
do much to allay suspicion and misunder- 
standing. Justly or unjustly there has 
been on the part of the bar in some sec- 
tions a feeling that certain trust institu- 
tions were acting as feeders to favorite 
lawyers. This feeling is being dispelled 
and will in time be entirely dissipated 
when the bar has had time to realize that 
it is contrary to the facts. 


The statement of policies should so far 
as possible be implemented. The situa- 
tion to be handled is almost always a 
local one which must be dealt with locally. 
The American Bar Association has no 
control over local and state bar associa- 
tions. Nevertheless when the American 
Bar Association furnishes enlightened 
and constructive leadership the other as- 
sociations are becoming increasingly 
willing to follow that leadership.* 


Borderline cases will no doubt arise. 
I should like to see some method worked 
out by which the National Conference 
Group could, when requested, deliver and 
distribute advisory opinions. We have 
found this kind of thing exceedingly 
helpful in the American Bar Association, 
with the Committee on Professional Eth- 
ics and Grievances. 


Opportunities for Mutual Service 
This joint enterprise of our two or- 
ganizations is a demonstration of the 


*Cf. “Oregon Fiduciaries and Bar Adopt State- 
ment of Principles,” June 1941 Trusts and Estates 
659. 
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possibilities of future cooperation by the 
members of the American Bar Associa- 
tion and the officers of trust companies. 
Many trust men are lawyers and hence 
eligible to join our association. I shall 
venture briefly to indicate some of the 
advantages they would derive from par- 
ticipating in our activities. 

The general objectives of the Trust 
Division and of the Trust Section of the 
American Bar Association are similar in 
that each seeks to help in bringing about 
a higher degree of technical skill and 
more meritorious conduct in the manage- 
ment of trust affairs. Participation in 
the work of the American Bar Associa- 
tion by lawyers who represent trust com- 
panies affords them an opportunity of ex- 
changing views with lawyers who are in 
the general practice in all sections of the 
country and who have diverse back- 
grounds and different ideas, with result- 
ing benefits to both. It also permits par- 


ticipation in the formative work of the 
bar relating to proposed legislation in the 
trust field and helps in keeping abreast 
of legislation enacted in the several states 
and the large number of decisions which 


are handed down for the various courts. 


Another field in which much good can 
be accomplished by cooperation is in the 
work of the National Conference of Com- 
missioners on Uniform State Laws, an 
independent organization affiliated with 
the American Bar Association. The 
most ambitious project in the trust field 
was proposed by one of the commission- 
ers, Prof. George G. Bogert. It was for 
a survey of trust law state by state un- 
der the auspices of the American Bar 
Association, the Commissioners on Uni- 
form State Laws and the Trust Division 
of the American Bankers Association. 
The project has remained dormant. 
Should the Trust Section of our associa- 
tion be greatly strengthened by an infus- 
ion of lawyers in the full time employ of 
trust companies, the omens might be pro- 
pitious for a re-exploration of the possi- 
bility of carrying out this most desirable 
project. 

My information is that the Uniform 
Trustee’s Accounting Act is not univer- 
sally popular among trust men. If this 
is true, the fact reinforces my argument 
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that those who are eligible should be 
members of the American Bar Associa- 
tion. Had they been, the trust men could 
have voiced their criticisms in the Trust 
Section and the chairman of that section 
would have been their spokesman in the 
House of Delegates. 


It is equally true that trust men can 
be of great service to the association. 
When we come to deal with subjects to 
which they are devoting their lives we 
have need for their technical skill, long 
experience and complete understanding. 


Simple Language 


There is another field in which they 
can render a distinct service both to the 
lawyers and to the public. That is in 
connection with the drafting of docu- 
ments submitted in advance of execution. 
They have the opportunity of making 
constructive criticisms and suggestions. 
Why not diplomatically make sugges- 
tions which would contribute also to con- 
cision, precision and clarity. 


The public agrees with me that every 
legal document should be written in lan- 
guage that any intelligent layman can 
understand on the first reading. As it is, 
not a few are so phrased that they puz- 
zle the experienced lawyer no matter how 
often he may read them. One reason 
for this is sheer mental laziness. Old 
forms couched in longiloquent phrase- 
ology are followed because of unwilling- 
ness to make the effort to create some- 
thing simpler and better. 


Another reason is the feeling that 
there is safety in following the language 
that has stood the test of litigation. The 
importance of this is vastly overempha- 
sized. That a document has to be con- 
strued by a court is some evidence that 
it was imperfectly drafted. If its mean- 
ing had been perfectly clear there would 
have been no need for construction. That 
it has been sustained usually means not 
that it has been approved but that it 
has escaped condemnation. 


In conclusion, the paramount reason 
why the American Bar Association needs 
trust men among its members is that we 
are dedicating all our resources and all 
our efforts toward aiding in the war in 
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which our country is engaged. Trust 
men have that training which makes 
them understand our institutions and 
convinces them of the necessity of vic- 
tory. 


Legal Phases of Trust 
Administration 


N the termination of a trust, a trus- 

tee is not entitled to a release from 
the beneficiaries, according to Mayo A. 
Shattuck of the Boston law firm of 
Haussermann, Davison & Shattuck. He 
was the legal expert, playing a return 
engagement, on the question-box panel 
at the Mid-Winter Trust Conference of 
the A. B. A. early this month. Mr. 
Shattuck pointed out that such a release 
would relieve the trustee from all re- 
sponsibility, whereas the beneficiary 
has a right to receive the property and 
to retain any claim against the trustee 
which may have arisen as a result of 
his administration. 


In answer to another question, Mr. 
Shattuck stated that the law regarding 
a trustee’s right to retain investment 
counsel is just beginning to evolve. 
Theoretically, investing is the trustee’s 
function but, he continued, today’s in- 
vestment problems are so intricate that 
it is fair to predict that within a few 
years courts will sanction the employ- 
ment and payment of investment coun- 
sel, and protect the trustee if it follows 
the advice. 


The question was raised as to the 
necessity of the requirement of docu- 
mentary evidence in connection with 
the transfer of securities and why it 
was not sufficient merely to have the 
corporate fiduciary’s endorsement. Mr. 
Shattuck replied that the transfer agent 
runs the risk of participating in a 
breach of trust of unknown extent, un- 
like the fixed liability attached to an 
endorsement of commercial paper. Con- 
sequently, it demands the protection of 
supporting documents. Simplification is 
possible, however, he stated, through 
enactment of the Uniform Stock Trans- 
fer Act. 


LAND TITLE 


BANK AND TRUST COMPANY 


PHILADELPHIA 


Broad and Chestnut 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


A trustee runs the risk of surcharge 
if it leaves insurance proceeds at op- 
tion with the insurance company, on 
the theory of delegation. Most com- 
panies deny the option privileges to 
corporate trustees which in some cases 
have obtained relief from the court (see 
Jan. 1939 Trusts and Estates 139), and 
May 1938, page 531). In any event, Mr. 
Shattuck declared, a trustee should not 
attempt to exercise the options except 
in a state where the Massachusetts pru- 
dent investor rule obtains, since leaving 
the proceeds with the insurance com- 
pany amounts to a loan. Moreover, the 
annuity option should not be selected 
unless the trust instrument permits an 
invasion of corpus. Care should be 
taken that the proper rates are allowed, 
for some companies pay the rate pre- 
vailing at the time of the exercise of 
the option rather than as of when the 
policy was issued. 

By a show of hands, it appeared that 
some twenty institutions have been 
faced with the question of co-trustees’ 
being taken into the military or civilian 
defense service. Shattuck’s opinion 
was that delegation of the duties to the 
corporate trustee would be dangerous 
unless permitted by the instrument, al- 
though a “kindly” court might be reluc- 
tant to surcharge. Application to the 
court might not prove fruitful either, 
since the court is bound by law. (See 
page 144 of this issue.) 

Mr. Shattuck urged that bank counsel 
investigate immediately any situation in 
which a co-trustee is a national of an 
occupied country. 
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Decisions 


LEGAL CONTRIBUTING EDITORS 


Digests of the current decisions affecting fiduciaries, published in the follow- 
ing pages, were selected and reported by these attorneys, for their respective 


jurisdictions: 


CALIFORNIA: Walter L. Nossaman—tTrust Counsel, Security-First National Bank of 


Los Angeles 


DAKOTAS (NORTH & SOUTH): Perry F. Loucks—Attorney-at-Law, Watertown, S. D. 
MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn. 
NORTH CAROLINA: Irving Carlyle—Womble, Carlyle, Martin & Sandridge, Winston- 


Salem. 


NEW YORK: Joseph Trachtman—Attorney-at-law, New York City 
OKLAHOMA: J. C. Pinkerton—Associate Counsel, First National Bank & Trust Co., 


Tulsa 


WISCONSIN: Ralph M. Hoyt—Shea & Hoyt, Milwaukee 
FEDERAL TAXATION: Frederick L. Pearce—Morris, KixMiller & Baar, Wash- 


ington, D. C. 


The complete roster of editors appears in June and December. 


Distribution — Acceptance of Legacy 
—Compromise of Will—Notice to Par- 
ties only Remotely Interested 


Massachusetts—Supreme Judicial Court 
Newburyport Society for Aged Women v. Harvard 
College, 1941 A. S. 1899; Dec. 30, 1941. 

A will provided that after the death of 
the life tenants the entire trust fund should 
go to Harvard College upon certain trusts 
and conditions. If Harvard did not accept 
it, the fund was to go to the petitioner and 
another charity, but if either charity had 
ceased to exist before coming into pos- 
session its share should go to the children 
of the testator’s brothers or their heirs. 
The petitioner claimed that Harvard never 
legally accepted the gift. The will was 
contested when it was offered for probate, 
and a compromise was effected, which was 
agreed to by Harvard. The compromise 
agreement recited that Harvard “has ac- 
cepted and does hereby accept,” etc., the 
trust, upon the conditions specified. The 
decree of the court confirming the compro- 
mise recited and declared that the agree- 
ment was valid and binding on all parties, 
etc. 

HELD: After a decree is entered on a 
compromise, the rights of the parties no 
longer rest solely on the will and the agree- 
ment but also on the decree confirming the 
compromise; and these rights are not testa- 
mentary. The decree made every clause in 
the agreement binding, including the one 
above quoted, whereby Harvard accepted 
the trust; and the whole transaction con- 
stituted a sufficient acceptance by Harvard. 


In addition to this there were several other 
incidents, such as Harvard signing a peti- 
tion for instructions a few years later, 
and still later by suggesting that its treas- 
urer be made one of the trustees, and many 
others. 

It appeared at the hearing that no notice 
of these proceedings was given to the chil- 
dren of the brothers or their heirs as pos- 
sible parties interested, but the court felt 
that under the circumstances they were not 
indispensable parties. Even if Harvard had 
not accepted, they could not take unless 
either the petitioner or the other charity 
had ceased to exist, and there was no sug- 
gestion that this had happened. The in- 
terest of these children appeared to be so 
remote that there was no reason for stop- 
ping the proceedings at this stage. 


ee en 


Compensation — Right to Allowance 
of Attorney Fees by Attorneys Who 
Create Assets for Estate 


South Dakota—Supreme Court 
Engelbretson’s Estate, 1 N. W. (2d) 351. 


HELD: Where the executor or admini- 
strator has failed to take proper steps to 
protect the interests of the estate and it 
has become necessary for heirs to employ 
counsel by reason of laches, negligence, or 
fraud of the legal representative of the 
estate, and as a result of action or pro- 
ceedings taken by such counsel the estate 
has been protected or increased, reason- 
able attorney fees should be fixed by the 
County Court and paid to such attorneys 
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out of the estate for their services so 
rendered. 

In the same case the court holds that the 
probate court ordinarily cannot allow at- 
torney fees direct to the attorney for the 
representative, but that they must be al- 
lowed to the representative for services 
rendered to him, except where, as indicated 
in re Sach’s Estate, (S.D.) 297 N. W. 793, 
the executor or administrator has been un- 
able to pay or is insolvent, in which event 
payment of a reasonable fee would be or- 
dered directly to the attorney as a part 
of the expenses of administration and not 
by virtue of a contract of employment. 
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Life Tenant and Remainderman—ASal- 
vage Operations after Acquisition of 
Real Property after Foreclosure of 
Mortgage 


New York—Surrogate’s Court, N. Y. Co. 
Matter of Wacht, N. Y. L. J., January 14, 1942, 
p. 193. 


In a lengthy opinion, Mr. Surrogate Dele- 
hanty held that §17-c of the New York Pers. 
Prop. Law, relating to salvage operations, is 
unconstitutional as applied to trust invest- 
ments and mortgages made before its en- 
actment or in the case of trustees acting 
under the wills of testators who died before 
its enactment. The Surrogate considered 
that the statute operated to alter the rights 
of individuals by transferring irrevocably 
to income account the vested rights of re- 
maindermen in the proceeds of a salvage 
operation. 
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Distribution—Effect of Condition that 
Beneficiary Not Be Living with Hus- 
band 


Wisconsin—Supreme Court 


Estate of Hauck, 1 N. W. (2nd) 1773. 
1942, 


Jan. 13, 


Testator gave all his property to his wife 
for life, with provision that upon her death 
it should go to his six children, with the 
exception that so long as one daughter 
lived with her “present” husband, her share 
should not be delivered to her, but she 
should receive only the income upon it. The 
daughter died while still living with her 
husband, and the daughter’s administratrix 
claimed a one-sixth share of the father’s 
estate on the theory that the condition at- 
tached to the gift was contrary to public 
policy and void. The county court held 
that the condition was valid, and since it 
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was never performed, the one-sixth inter- 
est became intestate property of the father 
and belonged to his heirs at law. 


HELD: To render the condition invalid, 
the intent to induce the daughter to leave 
her husband must clearly appear. The pro- 
vision is equally susceptible of interpreta- 
tion as a mere provision for enlarging the 
daughter’s interest if she became a widow 
or was deprived of the support of her hus- 
band; and since that construction will sus- 
tain rather than defeat the provision, it 
must be adopted. Therefore, the judgment 
of: the court below was correct. 
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Powers — Foreign — Non-residence 
.Does Not Prevent Appointment of 
Executor — Indebtedness to Estate 
Not a Bar 


Wisconsin—Supreme Court 


Estate of Svacina, 1 N. W. (2nd) 780, January 
13, 1942. 


Appointment of the executrix named in 
the will was resisted by the other benefi- 
ciaries on the ground that she was a resi- 
dent of another state, was indebted to the 
estate, and was antagonistic to the rest 
of the family. The will was made two 


days before the death of the testatrix, 
when the indebtedness was fully outstand- 
ing. A statute provides that upon admit- 
ting a will to probate the court shall issue 
letters testamentary to the executor there- 


in named if he is legally competent. An- 
other statute authorizes removal of an 
executor on the ground of non-residence. 

HELD: Neither non-residence nor the 
fact of being indebted to the estate con- 
stitutes legal incompetency of the person 
named in the will to act as executor, and 
the statute is mandatory as to the appoint- 
ment of such person. So far as the in- 
debtedness is concerned, ‘“‘Whom the testa- 
tor will trust so will the law.” The fact 
that she may be removed if she continues 
to be a non-resident has no bearing on her 
right to the initial appointment. 


oO 


Powers — Limitations — Court May 
Control Trustee Exercise of Discre- 
tion as to Payments to Beneficiaries 


Oklahoma—Supreme Court 
Stallard v. Johnson, 116 P. 2d, 965. 


The control by the court of a testamen- 
tary trustee’s discretion was the primary 
issue in this case. The Will of Frederick 
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M. Stallard contained the following provi- 
sions: 

“TI direct my trustee to expend from time to 
time so much of the income and of the principal 
of said trust estate as shall seem meet and proper 
for the comfort, maintenance and support of my 
beloved wife, Sadie E. Stallard, and my beloved 
sister, Ella Stallard Johnson, for and during the 
period of their natural lives, with full power and 
authority to sell and dispose of so much of my 
estate, both real and personal, as is necessary if 
the income therefrom is not sufficient to properly 
care, support and provide for my said wife and 
sister during their lifetime in a manner which my 
trustee shall deem suitable, said trust to continue 
as long as either my said wife or sister is living 
and upon the death of either, said trustee is to 
continue to operate in the manner and with the 
same powers as aforesaid described during the 
lifetime of both, and shall continue to make such 
payments from the income from said estate, or 
from the sale of the principal thereof if necessary 
in order to provide suitably for the comfort, sup- 
port and maintenance of said survival during her 
lifetime.’ ”’ 


The defendant trustee allowed the plain- 
tiff, Ella S. Johnson, $15.00 per month as 
her allowance and refused to pay any other 
expenses, contending that the provisions 
of the will gave him “absolute power and 
authority to determine how and in what 
manner maintenance and care of the bene- 
ficiaries should be provided.” 

HELD: The judgment of the trial court 
in awarding an allowance of approximately 
$60.00 per month was affirmed. 

“Where a trust is created for the pur- 
pose of providing for the suitable care and 
maintenance of the beneficiaries at the dis- 
cretion of the trustee the discretion so 
vested is not an arbitrary one which will 
permit the trustee to defeat the purposes 
of the trust under the guise of its exer- 
cise but is one which must be exercised 
honestly, fairly and reasonably to accom- 
plish the purposes of the trust. 

“The courts in the exercise of their 
equitable jurisdiction have the power to 
safeguard the rights of the cestui que trust 
and to compel performance by the trustee 
of the duties of his trust.” 


= -—0 


Powers—Limitations—Deed by Trus- 
tee Holding Naked Legal Title with 
Sole Power to Convey Exercised 
Without Reference to “Trustee” 


North Carolina—Supreme Court 
Tocci v. Nowfall, 220 N. C. 550, Jan. 7, 1942. 


Numerous lots were conveyed to Realty 
Company as Trustee. The deed of con- 
veyance contained the following power: 


“to the party of the second part, as trustee, its 
successors and assigns, upon the trusts and for 
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the uses and purposes following and none other, 
that is to say: The party of the second part shal] 
have, and is hereby granted the power, in its own 
name, to dispose of all or any part of the said 
lots from time to time hereafter, and to execute 
and deliver to purchasers good and sufficient deed, 
with full covenants and warranties ;’’. 


Thereafter Realty Company executed a 
deed conveying one of the lots to the plain- 
tiff. In this deed the word “trustee” did 
not appear nor was any reference made in 
the deed to the power conferred upon 
Realty Company as trustee in the deed to 
it. The lot was referred to as one of the 
lots described in the deed from the or- 
iginal owners to Realty Company. 


This deed to plaintiff was thereupon re- 
corded and indexed as a conveyance by 
Realty Company. The statute requiring 
that the index “shall state in full the names 
of all the parties, whether grantors, gran- 
tees, vendors, vendees, obligors, or obli- 
gees,” etc. A year later Realty Company 
conveyed this same lot to the defendant 
by a deed executed by it as trustee and 
which referred to the power conferred up- 
on it by the original deed in trust from 
the owners. Upon discovery of the sec- 
ond deed, the plaintiff instituted this suit 
to remove this alleged cloud upon title. 

HELD: A deed executed by a trustee 
which holds a naked legal title with the 
sole power to convey and which has no in- 
terest in the property, other than the power 
of disposition, will operate as an exercise 
of the power notwithstanding that the trus- 
tee’s deed does not recite that it is being 
executed by the grantor as “trustee” and 
makes no reference to the power, since 
the execution of the warranty deed, which 
would otherwise be ineffective, is sufficient 
indicium of the trustee’s intent to exer- 
cise the power, and the plaintiff is entitled 
to have the second deed cancelled as a 
cloud upon his title. 

Note: This was a four to three decision. 
The editor believes the minority opinion 
presents the correct view. 
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Powers—Limitations — Rule against 
Perpetuities Applies to Suspension 
of Alienation Rather Than Remote- 
ness of Vesting 


Wisconsin—Supreme Court 


Will of Butler, 1 N. W. (2nd) 87, December 2, 
1941. 


Testator gave a portion of his estate to 
a trustee with directions that the net in- 
come be paid to his sister for life and that 
after her death, the corpus be held in 
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trust for the use and benefit of her chil- 
dren until they respectively reached the 
age of thirty, at which time the trust was 
to terminate, and the property held in 
trust was to be “‘turned over to the parties 
entitled thereto absolutely.” The trustee 
was given full power to sell and reinvest 
the trust assets. At the time of the testa- 
tor’s death, a Wisconsin statute prohibited 
restraints on alienation beyond two lives 
in being and twenty-one years thereafter. 
Upon a petition for construction of the 
will, the county court held that the sister’s 
children had a vested interest in the corpus 
from the time of the testator’s death, and 
that the will did not violate the above-men- 
tioned statute. 

HELD: 1. Whether the interest in the 
corpus is vested or contingent is imma- 
terial, because under the rule which has 
long been followed in Wisconsin (con- 
trary to the New York rule), the statute 
relates not to the time of vesting, but to 
the alienability of the trust assets. Under 
this rule a trust may run without limita- 
tion as to time, so long as there are—as 
here—always persons in being who have 
power to convey the trust property. There- 
fore the will is valid. 


2. The phrase “to the parties entitled 
thereto absolutely” must be construed to 
mean only the children of the testator’s 
sister, not the heirs at law of the testator. 
His sole heir at law was his father, a 
wealthy man, who could not have been in- 
tended to be the remainderman benefici- 
ary of a long-term trust. 
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Taxation—Estate—Attempt to Exer- 
cise Power of Appointment in Invalid 
Will—Taxability of Property in De- 
cedent’s Estate—Effect of Compro- 
mise 
United States—Circuit Court of Appeals, 4th Cir. 


Helvcring v. Safe Deposit & Trust Co. of Balti- 
more, 121 F. (2d) 307. 


Decedent had been given testamentary 
powers of appointment over property in 
three trusts under the wills of his father 
and mother. Decedent died before reach- 
ing 21 and under State law was incap- 
able, because of infancy, of exercising such 
powers. 


Decedent attempted to exercise the powers 
in favor of brothers and sisters, although 
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he had issue of a divorced marriage. After 
litigation and settlement, issue received all 
but 387%% which went to decedent’s 
brothers and sisters as it would have under 
their father’s will. Under appointment, 
if valid, they would have received in fee. 
Commissioner taxed this 37%2% in de- 
cedent’s estate, contending he had an inter- 
est which passed from him. 


HELD: Decedent’s death merely termin- 
ated all interest he had, and none passed 
from him. Mere life estate does not sub- 
ject life tenant to estate tax on the property. 
On default of exercise of powers, the bene- 
ficiaries took, not through decedent, but 
under wills of his father and mother. Also, 
general power of appointment, unexercised, 
is not an interest in property subject to 
tax in the estate of the donee of the 
power. 

Distinguishing Lyeth v. Hoey, 305 U. S. 
188, the Court pointed out that the com- 
promise settlement repudiated the attempt- 
ed exercise of the powers, and in effect 
carried out, not the will of decedent but 
those of his father and mother. The 
brothers and sisters took as heirs of their 
brother (the decedent here). Decision of 
Board of Tax Appeals excluding this prop- 


erty from decedent’s estate is affirmed. 
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Powers—Limitations — Self-Dealing 
—Scope of Authority to Deal with 
Trust without Accountability Except 
for Bad Faith 


New York—Supreme Court, Special Term 


Heyman v. Heyman, N. Y. L. J., January 31, 
1942, p. 478 (N. Y. Co. Sp. T. III). 


The settlor created an inter vivos trust 
of which he and his wife were the trustees, 
for the benefit of their son. The trust deed 
conferred upon the trustees the widest pos- 
sible powers of investment, including the 
right to enter into speculative transactions. 
So long as the settlor-trustee was a banker 
or broker, he or his firm was authorized 
to receive the usual charges for business 
transacted by them for the trust. The trus- 
tees were also empowered to determine all 
questions relating to any property of the 
trust and were absolved from responsibility 
for any error of judgment or anything done 
in good faith. The Board of Tax Appeals 
had construed the trust deed as authorizing 
the settlor-trustee to acquire the trust prop- 
erty for himself at sacrifice prices which he 
might capriciously fix without any fiduciary 
restraint, that he was thus empowered to 
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revest the trust corpus in himself, and there- 
fore capital gains were taxable to him. (44 
B. T. A. 1009). 

The settlor-trustee applied to the New 
York Court for instructions as to whether 
he had the right to purchase trust assets 
consisting of marketable securities at a price 
of about $9,000 below their market value; 
and whether he had the right to sell to the 
trust property owned by him at prices in 
excess of its market value. The United 
States appeared as amicus curiae and ques- 
tioned the New York Court’s jurisdiction on 
the ground that the settlor-trustee intended 
to appeal from the B. T. A. ruling and that 
his application to the New York Court was 
collusively brought for the purpose of ob- 
taining a ruling which would be helpful in 
his tax litigation. 

HELD: (1) The New York Court had 
exclusive jurisdiction to give the instruc- 
tions; and (2) despite the broad language 
in the trust instrument, the settlor-trustee 
was subject to the general equitable princi- 
ples governing the conduct of fiduciaries 
and therefore was not empowered to per- 
sonally profit from his self-dealing with the 
trust. While self-dealing was authorized, 
the trustee nevertheless must carry out such 
transactions in absolute good faith and jus- 
tify the reasonableness thereof. 

If the settlor could do what the Board of 
Tax Appeals had said he could do, it would 
mean that the settlor-trustee could destroy 
the trust entirely, and since he was a trus- 
tee, he was clearly not authorized to do that. 
However, the settlor-trustee was entitled to 
the usual compensation in respect of trans- 
actions carried out by him as a stock broker 
or securities dealer in the regular course of 
business. 
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Taxation—Income and Estate—FEffect 
of Possibility of Invading Corpus for 
Benefit of Life Tenant Where Remain- 
der to Charity—Deduction for Re- 
mainder and Accumulated Gains 


United States—Board of Tax Appeals 


Estate of Ozro M. Field v. Commissioner, 45 B. T. 
(No. 47). 


Two proceedings were consolidated, one 
involving income tax and the other estate 
tax. Decedent had left large property in 
trust for his wife for life, remainder to 
charities, with discretion in the trustee to 
invade corpus for necessary comfort of the 
life tenant. Her total income was about 
three times the amount she spent on her- 
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self. The Commissioner ignored the re- 
mainder, on the ground that the amounts 
which would go to charity were indetermin- 
ate. 


HELD: Citing Ithaca Trust Co. v. 
United States, 279 U. S. 151, the possibility 
of corpus being invaded was sufficiently 
remote to justify the deductions claimed (of 
charitable remainders for the estate tax, 
and of gains accumulated for the remain- 
ders for the income tax). 
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Wills—Probate—Waiver by Wife of 
Community Rights—Undue Influence 


California—District Court of Appeal 


Gaines v. California Trust Co., 48 A. C. A. 841, 
48 Cal. App. 2d ———— (Dec. 24, 1941). 


Mrs. Gaines signed election and waiver 
by which she elected to take benefits pro- 
vided under her husband‘s will, waiving 
community rights. She did not read either 
the will or form of waiver and did not 
know their contents. After Gaines’ death 
it was ascertained that her husband’s estate 
was greatly in excess of her anticipations 
and that the benefits provided for her under 
the will were substantially less than she 
would presumably have taken by way of 
community interest. 

In this action brought by the widow 
against her husband’s executor to cancel 
the waiver, judgment for defendant re- 
versed. It was held that the husband’s 


estate had not shown facts negativing the 


presumption of insufficient consideration 
and undue influence. 


NOTE: The decision seems sustainable 
on the ground that the husband’s somewhat 
peremptory demand that his wife sign the 
waiver of whose contents and effect she 
was ignorant constituted the use of undue 
influence amounting to duress. The court’s 
opinion, however, seems to go to the extent 
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of saying that the burden was on the hus- 
band’s estate to show “not only that there 
was some consideration, but an ‘adequate 
consideration,’ for the waiver and election 
by the wife.” If this means that the wife 
can avoid the transaction merely by show- 
ing that she did not receive dollar for dol- 
lar, the decision seems to go too far. In 
the instant case the consideration received 
by the wife was admittedly very substan- 
tial, although somewhat less than she 
would have received had she not signed the 
waiver, assuming that the property was 
community. 
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